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in probate practice. We believe 
its numerous practical sugges- 
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Cover Picture . . . Hoover Dam on the 
Colorado River, named for the former Presi- 
dent who celebrated his 80th birthday 
August 10, contains 7 million tons of con- 
crete and typifies the tax supported projects 
which are major. users of Portland cement. 
In 1951 (latest figures), non-residential 
buildings were the largest users (53 million 
bbls.), highways consumed 35 million bbls., 
military and naval installations 23 million, 
and conservation projects 18 million. Al- 
together the United States manufactured 
249 million bbls., three times the amount 
of its closest competitors, West Germany 
(72 million) and USSR (estimated 73 mil- 
lion) . . . 68 companies in the U.S. and 
Canada jointly maintain the Portland 
Cement Association, with research and edu- 
cational staff of 180 plus 300 field workers, 
to provide technical service to cement users 
and general educational material for the 
public . . . Common stocks of five cement 
companies were included in the 1953 hold- 
ings of Common Trust Funds (T&E 2/54 
p. 114). 
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Common Interest 


I read the May editorial (Tomorrow’s 
Heritage) with very considerable inter- 
est, since it deals with a subject which 
has preoccupied Harper’s Magazine for 
a long while. It seemed to me that you 
put the case very well indeed. Because 
it deals with another facet of the same 
problem, I enclose a copy of Eric Hof- 
fer’s article, “The Workingman Looks 
at the Boss,”* which appeared in our 
issue of March 1954. 


John Fischer, 
Harper’s Magazine 
New York 


*See T&E, page 719 this issue for excerpts. 


The Private Trustee 


You cannot imagine the extent of my 
enjoyment from reading Mr. Kirkbride’s 
piece — “Trust Officer’s Day in 1904” 
— in the March issue. The “Private 
Trustee” designation captured my atten- 
tion as we are “Successor Trustees” in 
this office which has been in private fi- 
duciary service for over seventy-five 
years and with fourth generation ac- 
counts. But, as you may know, the term 
“Private Trustee” is not coin-of-the- 
realm in the mid-west as it is in New 
York and Boston. It usually takes some 
explaining. 

With but six years experience in this 
most interesting work, I am _ handi- 
capped many times by a lack of knowl- 
edge of “What has gone on before?” 
New problems to me are very old prob- 
lems to persons of your long and broad 
experience. An engineering college de- 
gree and a law school degree make a 
good starting point but experience ap- 
pears to me to. be the real foundation 
for fiduciary character. Never having 
had 1904 trustee experience — nor 

(Continued on page 692) 
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Only STEEL can do so many jobs so well 


Steel Travels In The Best Circles. Maybe you'll 
never find yourself in desperate need of a big circle 
gear like this, but if you do, United States Steel can 
fabricate one for you, neatly, skillfully and using the 
best steel for the job. For United States Steel custom- 
fabricates to your requirements almost anything made 
of steel . . . from church steeples to bridges, from dam 
gates to grain bins. And erects them, too. 


Here’s A Lucky Lady. she not only owns a fine — 


collection of pots, pans, cutlery and kitchen tools 
made out of beautiful, corrosion-defying stainless 
steel, but she also has the good fortune to be able 
to do kitchen chores at an easy-to-keep-shining, 
sanitary sink of USS Stainless Steel! 


Hurricane Damage? No, this demolition job is 


being done on purpose . . . to make way for some 
new, modern buildings in a large eastern city. But 
whether buildings are going up, or being torn 
down, most of the “burden” is carried by the wire 
rope with which the big cranes, hoists and diggers 
are strung. It has to be strong, tough, reliable . . . 
and it is, when it’s USS Tiger Brand Wire Rope. 


* a 


Drums That Are Hard To Beat. strong, teak- 
proof steel drums, made by United States Steel, 
are unsurpassed as containers for shipping al- 
most anything anywhere. You'll find them 
traveling all over the world, bearing gasoline, . 7 s : 
paint, chemicals, foods, scores of other commodi- This trade mark IS your guide 
ties. Only steel can do so many jobs so well. to quality steel 


SEE THE UNITED STATES STEEL HOUR. It’s a full-hour TV program presented every 
other week by United States Steel. Consult your local newspaper for time and station. 


UNITED STATES STEEL 


For further information on any product mentioned in this advertisement, write United States Steel, 525 William Penn Place, Pittsburgh 30, Pa. 
AMERICAN BRIDGE . . AMERICAN STEEL & WIRE and CYCLONE FENCE . . COLUMBIA-GENEVA STEEL . . CONSOLIDATED WESTERN STEEL . . GERRARD STEEL STRAPPING . . NATIONAL TUBE 
OIL WELL SUPPLY . . TENNESSEE COAL & IRON . . UNITED STATES STEEL PRODUCTS . . UNITED STATES STEEL SUPPLY . . Divisions of UNITED STATES STEEL CORPORATION, PITTSBURGH 
UNITED STATES STEEL HOMES, INC. + UNION SUPPLY COMPANY + UNITED STATES STEEL EXPORT COMPANY + UNIVERSAL ATLAS CEMENT COMPANY 4-1445 
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THE NEW LOOK IN TAXES will affect — and 
penefit — every taxpayer, in saving of 
money, time and trouble. For the first 
time in three generations, the Federal 
tax code has been thoroughly overhauled, 
with emphasis on simplification and elimi- 
nation of hardships. Though rates are not 
reduced, savings will amount to over $800 
million. March will see a 5% reduc- 
tion in corporation taxes that will be 
passed on largely to investors, including 
many on pension . . . Lawyers, Trust offi- 
cers, Accountants and Insurance counsel- 
lors will be burning midnight oil to 
familiarize themselves with the new law's 
benefits for their clients and customers, 
and alert Banks and Insurance Companies 
vill translate them through advertising 
into better and more estate plans — in 
conjunction with attorneys and accountants. 


To cover the major aspects of interest 
to our audience, the editors have been 
fortunate to procure outstanding experts 
in their respective fields to analyze the 
new law in a symposium of six articles in 
this issue. These articles are being made 
available in pamphlet form for individual 
use or bank distribution. 


MAJOR GENERAL WILLIAM F. DEAN, Deputy 
Commanding General of the Sixth Army, was 
the featured speaker at the 28th Western 
Regional Trust Conference sponsored by the 
American Bankers Association in Los 
Angeles, August 19-20. The Korean War 
hero gave the delegates from eleven West- 
ern states a picture of the international 
outlook. The Conference proceedings will 
be reported in the next issue. 


SECOND QUARTER EARNINGS of 365 indus- 
trial companies, aS compiled by The Wall 
Street Journal, were a shade better than 
in the 1953 quarter. With the inclusion 
of 23 utilities and 40 railroads, the lat- 
ter group showing a decline of 48.7%, the 
total of 428 companies reported a decline 
of only 0.8%, rather a remarkable per- 
formance during a recessionary period. 
Third quarter indications are for less 
favorable results. (see page 700.) 
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MUCH STING OF THE RULE AGAINST PER- 
PETUITIES will be removed as the result 
of a new Massachusetts law. Under the 
common law rule applicable there and in 
most states, the validity of a postponed 
bequest must be determined as of the testa= 
tor's death, so that if there is even the 
remotest contingency that the property 
will not vest in the beneficiary within 
the period of lives in being at the testa- 
tor's death, the bequest is invalid. The 
new statute would await the end of the 
intervening life estate or estates and con- 
Sider the facts then existing in determin- 
ing the validity of the postponed inter- 
est. This and other changes are high- 
lighted at page 724. 


REDEMPTIONS INCREASED MORE THAN SALES 
OF MUTUAL FUNDS in the second quarter, 
reaching 58% of "open-end" gross sales 
which set a new high of $185 million — 
15% more than the 1953 quarter. Simul- 
taneously reports from many section show 
little zip in MIP, with only about 20,000 
such accounts opened since the monthly 
installment plan was initiated by the New 
York Stock Exchange. This is reminiscent 
of the early days of life insurance and 
indicated the need of increased selling 
effort, possibly the view that current 
market prices seem high to many. 


STOCK MARKET PERFORMANCE in moving coun- 
ter to business indices and the drop in 
defense procurement totals has excited 
particular comment. At least one commen- 
tator views its action as logical but for 
another reason, namely, that an unpub- 
licized (see page xxx) increase in defense 
expenditures is underway and further in- 
flation is inescapable. 

Among the newsworthy events of July in 
the markets should be noted the listing 
of 50 guilder shares of Royal Dutch Petrol- 
eum on the N. Y. Exchange and the offering 
by United States Steel Corporation of $225 
million one to ten year serial debentures 
which went "out the window." Commercial 
banks went for the short maturities, with 
Savings banks, pension and endowment funds 
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seeking the longest dates. An additional $75 
million was taken at the underwriters' net 
price by the U. S. Steel and Carnegie Pen- 
sion Fund, believed to be the largest pen- 
sion fund purchase on record. 


PSYCHIATRY FOR TRUST OFFICERS — in their 
dealings with beneficiaries — can prove 
one of the most rewarding experiences in 
their everyday business activities, ac- 
cording to Dr. William C. Menninger of 
the famed Menninger Foundation. Dr. Men- 
ninger says (page 645) that trustmen can do 
much to clear away the superstitions that 
prevent people from seeking psychiatric 
assistance, as well as encourage financial 
support for the program to conquer this 
"sreatest and costliest health program." 


KICKBACKS AND OTHER IRREGULARITIES IN 
EMPLOYEE WELFARE FUNDS uncovered by offi- 
cial investigators serve notice on Federal 
and State authorities, and on the trustees 
for both unions and employers, that regu- 
latory and supervisory laxity must be cor- 
rected. Gifts, loans and kickbacks to 
union officials, particularly of funds 
administered by local and district unions, 
and exorbitant "consultant" and admin- 
istrative fees are reported along with 
extra or dual commissions to union repre- 
sentatives, frequently involving new in- 
surance companies formed for the purpose. 
Also, according to a New York State re- 
port, some employer trustees "failed to 
exercise the basic responsibilities of his 
position . . . and allowed the union 
president, who was also the trustee repre- 
senting the employes, to do whatever he 
pleased." Employers are said to fear 
strikes if they do not "go along" with 
union officials in these matters. Senate 
and House Labor Committee hearings are 
scheduled for the next session of Con- 
gress. 


WILL POMP=-AND CIRCUMSTANCE: Fritzi 
Scheff, once famous musical comedy and 
operatic star who earned as much as $4,000 
a week, in such roles as Fifi in Victor 
Herbert's "Mlle. Modiste," had less than 
$1,000 of worldly goods when she died re- 
cently. .. . Charles Babonet was a re- 
cluse in a small California cottage, ap- 
parently trusted neither people nor banks. 
When he died, court investigators found 
about $400,000 in cash and gold pieces in 
house and yard, but no will. Several 
neighbors obliged by offering wills, one 
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written on butcher paper in an envelope 
Slipped under a bank door. The named bene. 
ficiary confessed to its forgery. Another “ 
will was sent in by a mining prospector 
who named himself beneficiary. He was con- Ass 
victed of forgery. Other supposed wills he h 
were mailed anonymously to the court, but Sep! 
no one has appeared personally to claim the 
cash or cottage ... on 


The Democratic National Party won out 
as remainder legatee over 14 dogs to whom 
an Illinois mailman willed his $40,000 ly re 
estate, when the court ruled that the be-f , 
quest of savings which were to be held in 
trust until the last dog died, was not of ABY 
a general charitable nature; settlement on | 
between 45 cousins and the Democratic cam-§ 8 FE 
paign fund split the pot . . . A Queens man§ fng! 
willed $300 to each of his "dear friends § “Per 
and employers, as a token of my appre- skit 
ciation of the many kindnesses and cour- recte 
tesies . . .-" but the grateful employers ant 
were to perform yet another good deed: 
they declined the bequests in favor of they M 
testator's sons and daughters, who had of T 
raised no objection to their much smaller 
provisions . . . An Englishman's will was 
filed in London the other day with this 
provisions: "Bury me in the same grave as We 
my wife and on the gravestone put this Bz 
inscription — "Daniel in the lion's 
den.' * ' Al 


ers . 


A GREAT NEW FRONTIER OF RESOURCES opened§ ,¢ ;, 
to United States and Canadian industry meni 
last month with the first shipment of iron§ Tru: 
ore from the Knob Lake district of Quebec-§ the 
Labrador to steel mills in the States. Bar 
The initial 19,000 ton cargo is forerunner A] 
of production that may reach 8 to 10 mil- f the 
lion tons a year from now and bring numer-f Wes 
ous other minerals to the Great Lakes as ous 
well as Atlantic ports. Modern construc- fp! 
tion and mining machinery combined to tap ards 
what may become one of the world's largest Rich 
storehouses of natural resources. The de- vd 
velopment work of M. A. Hanna Co. and Rich 
Hollinger-Consolidated Gold Mines has to tk 
started paying off, as projected in the prete 
special study by W. H. Durrell of Hol- forth 
linger-Hanna, published in Trusts and fiduc 
Estates of Sept. 1950 (p. 574). ities 
clude 


Code 
INCREASED VOLUME ON N. Y. STOCK EXCHANGE manc 


is making the investment community forget [x f; 
the heat, with volume running almost twice §curit 
that of a year earlier. A seat sold at Tr 
$64,000 on August 9th, an advance of Virg: 
$10,000 since mid-July. chair 
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Bank Women to Put on 
Estate Planning Skit 


“Progress Through Service” is the 
theme of the 32nd Convention of the 
Association of Bank Women which will 
be held at the Shamrock Hotel, Houston, 
September 30-October 3. A feature of 
the program will be the luncheon talk 
on Thursday by Miss Catherine B. 
Cleary, vice president, First Wisconsin 
Trust Co., Milwaukee, and a former 
President of the Association who recent- 
ly returned from government service. 


Another important phase of the Con- 
vention will be several Panels in which 
ABW members will participate. The one 
on “Trusts” will present Mrs. Pauline 
B. Edgecomb, assistant trust officer, New 
England Trust Co., Boston, speaking on 
“Pension and Profit-Sharing Trusts.” A 
skit on “Estate Planning,” will be di- 
rected by Mrs. Nancye B. Staub, assist- 
ant vice president, Morristown (N.J.) 
Trust Co., a former ABW President. 


Mrs. Ruth E. Sherrill, vice president 
of The First National Bank of Memphis, 
is the incumbent ABW President. 


A A A 


West Virginia Trustmen Adopt 
Bar Policy — Prudent Man 
Rule Urged 


At its recent meeting in White Sul- 
phur Springs, the West Virginia Bank- 
ers Association approved the prosposal 
of its trust committee to adopt the state- 
ment of policies formulated by the ABA 
Trust Division to govern relations with 
the Bar. It is expected that the local 
Bar Association will follow suit. 


Although court decisions indicate that 
the prudent man rule does obtain in 
West Virginia, it would be advantage- 
ous to seek enactment of the rule to 
apply generally, asserted George Rich- 
ardson, Jr., of the Bluefield law firm of 
Richardson, Hudgins & Hancock. Point- 
ing out that the state has since 1951 
had the rule for charitable trusts, Mr. 
Richardson cited the proviso in that act 
to the effect that it is not to be inter- 
preted as denying the standards set 
forth in this law to investments by other 
fiduciaries. After examining the author- 
ities on the subject, the speaker con- 
cluded that the legal list set up by the 
Code of 1931 is permissive rather than 
mandatory, protecting the fiduciary in 
so far as he invests in the specified se- 
curities but not restricting him thereto. 


Tracing then the Virginia and West 


Virginia cases, Mr. Richardson, who is 
chairman of the Trust Committee of the 
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Flat Top National Bank in Bluefield, 
observed that the earlier decisions ap- 
plied the prudent man rule, with a later 
refinement to raise the standard from 
that of a prudent person in the manage- 
ment of his own affairs to that of a pru- 
dent man investing other people’s money. 
Because the rule places such a high re- 
sponsibility upon trustees, the speaker 
urged statutory adoption for all fiduci- 
aries in addition to charitable trustees, 
declaring that, with investment informa- 
tion readily available, “there is less and 
less reason for a too timid and under- 
productive trust investment policy.” 


The Association voted to hold next 
year’s convention on a five-day cruise 
to Bermuda. 


COPYRIGHT 1954 CARTOONS.OF. 


“Look, Fenster, | don’t mind a portrait 
of your family on your desk, but ----!” 





Judge Blames Bond Waiver 
for Estate Losses 


Superior Judge Timothy I. Fitzpatrick 
of the San Francisco Probate Court is 
reported in the San Francisco Examiner 
to have said that he has in his thirteen 
years on the bench heard of at least 50 
embezzlements of estates, involving un- 
told millions of dollars, in every one of 
which an unbonded executor was in- 
volved. The story points out that in 
California, as in most states, a testator 
may excuse an executor from filing a 
bond on the reasoning that the testator 
can be relied on to select a family mem- 
ber or a trusted friend. According to 
Judge Fitzpatrick, recent history has 
belied this reasoning and the trend is 
increasing. 


A A A 


Washington Office of A. B. A. 
Moves 


The Washington office of the American 
Bankers Association has been moved to 
Suites 610-616 in the American Security 
and Trust Building at 730 15th Street, 
N.W. 


Philanthropy at Half Year 
Ahead of 1953 


Publicly announced gifts and bequests 
for philanthropy in ten large urban 
areas were recorded as $374,960.710 in 
the first six months of 1954, compared 
with $247,979,097 in the same period 
in 1953, according to a study by John 
Price Jones Co., Inc., New York fund- 
raising and public relations consultants. 
The study covers the published records 
of benefactions of $1.000 and over in 
New York, Baltimore, Boston, Chicago, 
Houston, Los Angeles, Philadelphia, 
Pittsburgh, St. Louis and Washington; 
D. C. 


Total gifts were $274,959,243 as com- 
pared with $220,206,039 in 1953, the 
increase being traceable to sizeable 
foundation giving during this period. 
Total bequests were $100,001,467 com- 
pared with $27,773,058 in 1953, the 
increase being due in large part to two 
unusually large bequests. 


Distribution of Gifts and Bequests 
(in thousands of dollars) 


1954 1953 

5. i ee ee eae $ 13,801 $ — 
Education __...... 163,016 86,563 
Fine Arts —_. 2,011 16,890 
Mealtas.. 52,984 28,422 
Organized Social 

WI eo so 120,425 65,241 
Overseas 

Projects... 13,754 44,356 
Religious 

Purposes ___. 8,970 6,508 

A A A 


Girl to Get Trust Income 
Planned for Boy 


A trust fund under the will of the 
late Dr. Howard S. Reeser of Reading, 
Pa., provided income “to go to the edu- 
cation of some reliable boy, a member 
of the First Presbyterian Church, Read- 
ing, for the profession of medicine, sur- 
gery or a specialty as the boy may 
select” — but now the money will go 
to a girl. There have been no boy 
applicants in 20 years, and President 
Judge Frederick A. Marx in Orphans 
Court approved the petition of the City 
Bank & Trust Co., trustee, to pay an 
award to medical student Mary Orff. 
Judge Marx said that “the sole question 
requiring decision is whether the award 
may be made to this nominee of the 
trustees of the church, or the employ- 
ment of income must be postponed in- 
definitely, and perhaps the trust fail, for 
want of an available ‘boy’ donee.” In- 
come has accumulated to approximately 
$3,300, and the principal stood at $7,483 
when audited in 1946. 
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The New Tax Law 





INDIVIDUAL INCOME AND INSURANCE 


HROUGH THE ENACTMENT OF THE 

1954 Internal Revenue Code, Con- 
gress accomplished the most comprehen- 
sive revision of the Federal tax law in 
over fifty years. The existent sections of 
the 1939 Internal Revenue Code, as 
amended, were all rearranged and re- 
numbered. Many sections were substan- 
tially revised; others eliminated in their 
entirety. Some 3,000 changes were made. 


The discussion which follows sum- 
marizes a limited number of the pro- 
visions of the new Code. For the con- 
venience of the reader the subject of the 
section and section number are shown. 
Where some changes have been made, 
the word “revised” appears, and the 
word “new” refers to a provision en- 
acted as part of the law for the first time. 


INCOME TAXES 


Retirement Income—Sec. 37 

(New) 

The “old” law exempted social se- 
curity and certain Federal retirement 
payments from income taxes, but did 
not afford like treatment to taxpayers 
receiving pensions generally. To correct 
this situation, Sec. 37 provides a credit 
against income taxes for amounts re- 
ceived as “retirement income.” The 
credit is equal to the “retirement in- 
come” multiplied by the first bracket 
tax rate. In the case of individuals 65 
or over, “retirement income” includes 
income from pensions and annuities, in- 
terest, rents and dividends, to the extent 
included in gross income. 


In order to qualify as a retired indi- 
vidual, the taxpayer must have attained 
age 65 before the end of the taxable 
year. He must have earned as compen- 
sation for personal services, at least 
$600 in each of any 10 years prior to 
the taxable year. The credit is also ex- 
tended to those individuals under age 
65 who receive pensions and annuities 
under public retirement systems. 


The amount of “retirement income” 
may not exceed $1,200 less pension pay- 
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ments under the Social Security Act, the 
Railroad Retirement Act, or other pen- 
sions excludible from gross income. Ad- 
ditionally, if a taxpayer is under age 75, 
any earned income in excess of $900 
annually reduces the credit dollar for 
dollar. Thus, if he receives $2,100 as 
earned income he would not receive the 
credit. 


Relief from Double Dividend Taxes 
—Secs. 116 & 34 (New) 


Probably the most controversial sec- 
tion of the entire 1954 Code is the one 
dealing with the taxation of dividends. 
As finally enacted, the relief granted is 
in two parts: an exclusion and a credit. 


An individual taxpayer may exclude 
from gross income up to $50 of divi- 
dend income received from certain do- 
mestic corporations during any taxable 
year ending after July 31, 1954. If the 
other spouse also has dividend income, a 
similar exclusion is allowed. The ex- 
clusion applies to the earliest dividends 
received, 


The new Code also provides a credit 
of 4% of dividends received from do- 
mestic corporations after July 31, 1954, 
applicable directly against the tax due. 
For taxable years ending on. or before 
December 31, 1954, the limit is 2% of 
taxable income; for years ending after 
December 31, 1954, the limit is 4%. 


To illustrate: During taxable vear 


1954 taxpayer receives $1,000 in divi. 
dends as follows: 
Before July 31, 1954 ____ $ 600 
After July 31, 1954 _.__ 400 
Total Amount Received___.$1,000 
RRA ne eae Se 50 
ae ae $ 950 


Exclusion 
Amount reportable 


Credit against taxes 

—4% of $400—or _..$ 16 
In 1955, credit would be 

—4% of $950—or ______. $ 38 


Alimony and Separate Maintenance 


Payments Sec. 71 (Revised ) 


Under old law a spouse receiving pe- 
riodic alimony or separate maintenance 
payments pursuant to Court decree or a 
written instrument incident to divorce or 
legal separation, reported such payments 
as income and the paying spouse could 
deduct them. No relief existed where the 
spouses were not separated under Court 
decree. 


The 1954 Code extends similar tax 
treatment to separated husbands and 
wives where they have not filed a joint 
return for the taxable year. The periodic 
payments must be received pursuant to 
a written separation agreement, and by 
reason of the marital or family relation- 
ship. The separation agreement must be 
in writing and be executed after the 
enactment of the 1954 Code. 


Personal Exemptions—Secs. 151 & 


152 (Revised ) 


Because the old law provided that the 
$600 exemption for a dependent would 
be lost if the dependent’s gross income 
was $600 or more in the taxable year, 
it was common practice for children, 
particularly students, to stop working 
just short of $600 in earnings. In many 
instances this worked a hardship on the 
parents. 


The 1954 Code provides that the $600 
earnings limitation shall no longer be 
applicable to dependent children who 
are either under 19 years of age oF 
students. “Students” include those who, 
during five months of the year, are en- 
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rolled in educational institutions on a 
full time basis or are pursuing a full 
time course of institutional on-farm 
training under the supervision of an 
educational institution or of a State or 
local governmental unit. 


To liberalize the definition of “De- 
pendent” the new law eases the “sup- 
port” test. First, in determining whether 
a taxpayer furnishes over one-half of 
the support for a child or step-child 
who is a student, sums received by or 
on account of scholarships are to be 
ignored. Secondly, where there are a 
number of contributors to a dependent’s 
support none of whom contributed over 
one-half, the group can now designate 
any one of them who has contributed 
more than ten per cent, to take the 
exemption. In such case, however, the 
others must agree in a written statement 
not to claim the dependency exemption 
for that year. 


The relationship test has also been 
broadened for dependency exemption 
purposes. Cousins who were members 
of a taxpayer’s household and are now 
being cared for in an institution through 
the taxpayer’s support can be claimed 
as dependents. In addition, under the 
1954 Code, a taxpayer may claim any- 
one as a dependent, irrespective of rela- 
tionship to him, if the dependent’s prin- 
cipal place of abode is that of the tax- 
payer and he is a member of the tax- 
payer's household. 


Joint Return by Surviving Spouse 


—Sec. 2 (New) 


Income splitting benefits by filing a 
joint return are extended to a surviv- 
ing spouse. The taxpayer’s spouse must 
have died during either of two taxable 
years preceeding the taxable year, and 
taxpayer must maintain as his home a 
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household for a dependent child or step- 
child of the taxpayer. 


Sale or Exchange of Residence— 
Sec. 1034 (Revised ) 


Four changes are made in the provi- 
sions postponing the capital gain on 
the sale of a residence. They are: 


1. The amount to be re-invested in 
a new home within the time allowed 
can now be reduced by the selling ex- 
penses on the old house. 


2. Expenses necessary to fix old 
home to make it saleable can be sub- 
tracted from selling price to deter- 
mine amount to be re-invested, if 
made within 90 days prior to date of 
contract of sale, and bills in payment 
for such expenses are paid on or be- 
fore 30th day following date of sale. 


3. Involuntary conversion of per- 
sonal residence after December 31, 
1953 will be governed by rules relat- 
ing to involuntary conversion rather 
than sales of personal residences. Ef- 
fect of this is to give a longer period 
of time for re-investing in new home. 

4. Extra time is given to members 
of the armed forces serving on ex- 
tended active duty. 


Amounts paid on Insurance 
Contracts—Sec. 264 (Revised ) 


Disallowance of deductions for inter- 
est on indebtedness incurred to pur- 
chase single premium life insurance or 
endowment contracts has been extended 
to single premium annuity contracts 
purchased after March 1, 1954. Under 
the old law, if substantially all the pre- 
miums were paid within the first four 
years after the contract, it was treated 
as a single premium policy. This provi- 
sion is continued under the new Code. 
In addition, if an amount is deposited 
with the insurer for payment of a sub- 
stantial number of future premiums, the 
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For Attorneys, 


Estate Planners, 
Trust Officers: 


A Unique Method 
of Establishing 
Small or Medium Trusts 


If you are concerned with setting 
up such trusts, we believe our 
pamphlet, “ATTORNEYS GUIDE FOR 
INTER VIvOs TRUSTS’, Will prove 
very helpful to you. 


If you would like to receive a copy 
without cost or obligation, 
please address 


WHITE, WELD & Co. 


Members New York Stock Exchange 


40W all Street, New York 5, N.Y. 





Massachusetts 


Life Fund 


A balanced mutual fund providing 
for distribution of income and prin- 
cipal in accordance with an individ- 
ual trust account for each investor. 


Snsurance Company, Trustee 


Founded 1818 


Prospectus from your 
Investment Dealer or 


FIFTY STATE STREET COMPANY 


50 STATE STREET, BOSTON 9, MAss. 
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The Benefit 


of the collective knowledge 
of our specialists in every 
phase of Delaware estate 
settlement and trust 
administration are 


available. 


We will be glad to be of service 


to you and your customers. 


EQUITABLE SECURITY 
TRUST COMPANY 


Main office: 901 Market Street 
Wilmington, Delaware 
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contract will also be considered a single 
premium contract, for the purposes of 
disallowing interest deductions on in- 
debtedness incurred. This latter provi- 
sion only applies to deposits made after 
March 1, 1954. 


Annuities—Sec. 72 (Revised ) 


Under the general rule for annuities 
in the new law gross income includes 
any amount received as an annuity 
whether for a period certain or during 
one or more lives. 


The so-called “3% Annuity Rule” has 
been abolished. Instead, an exclusion 
ratio is now provided which excludes 
from gross income the proportionate 
part of each annuity payment which 
represents a return of capital. Should 
the annuitant outlive his life expectancy, 
the pre-determined annual exclusion 
will, nevertheless, continue. 


Example: As of date annuity starts, 
investment in contract is $10,000; ex- 
pected return is $650 for 20 years or 
$13,000. Ten thirteenths (10/13) of 
each annual payment represents a re- 
turn of capital and is excluded from 
income. Therefore $500 of each $650 
will be excluded. If annuitant outlives 
life expectancy, he will still have the 
right to continue to exclude: the $500 
from each annual payment received. 


Generally, the investment in the con- 
tract equals the aggregate premiums or 
other consideration paid, less aggregate 
of amounts received as of starting date. 
In the case of guaranteed payment or 
refund annuities, the value of the guar- 
anteed payments reduces the investment 
in the contract. The reason for this is 
that such refund sums as may be ulti- 
mately received will be received on a 
tax-free basis, and, therefore, are not 
to be logically included in the cost of the 
annuity. 

Expected return is determined either 
by life expectancy tables for one or more 
individuals (as the case may be) or, 
where installment payments are made, 
by the amounts receivable under the 
contract as an annuity. 


Employees’ Annuities—Sec. 72(d) 

(New ) 

In order to avoid unworkable or im- 
practical situations where part of the 
cost of a contract is paid by an em- 
ployee and the employee’s contribution 
to the annuity is small, a special rule 
applies. If payments during the first 
three-year period equal or exceed the 
employee’s contribution, all annuity 
payments received by the employee are 


excluded until he has recovered his total 
cost. Thereafter, the full balance, as re- 
ceived, is taxable to him. This rule also 
applies where the entire annuity pay- 
ments are made to a deceased employ. 
ee’s beneficiary. Where amounts under 
an employee annuity are contributed by 
the employer, such amounts are taxable 
to the employee under special rules in 
the pension, profit-sharing and stock 
bonus sections of the new Code. 


Joint and Survivorship Annuities— 


Sec. 72(i) (New) 


Where death of first annuitant oc- 
curred during 1951-1953, in determin- 
ing the exclusion ratio, (that is the 
amount to be annually excluded), a 
surviving annuitant uses, as his cost 
basis, the value which was used for 
estate tax purposes, that is, the basis as 
determined under Sec. 113(a) (5) of the 
1939 Code. The amount excludible by 
the surviving annuitant is determined 
by subtracting from the consideration 
paid, the aggregate amount of tax-free 
annuity payments which the surviving 
annuitant received, prior to annuity 
starting date. The special three-year 
rule above referred to with respect to 
employee annuities does not apply. 


Where annuitant died after Decem- 
ber 31, 1953, the surviving annuitant 
does not take a new basis for exclusion 
purposes. Rather, the exclusion ratio 
based upon the joint life expectancy as 
originally determined is continued. How- 
ever, recognizing the income element, 
insofar as the surviving annuitant is con- 
cerned, an additional deduction is 
allowed, based upon the estate tax at- 
tributable to such income. 


Amounts Not Received as Annuities 


—Sec. 72(e) (New) 


If amounts are received under annu- 
ity, endowment or life insurance con- 
tracts, not in the form of annuity pay- 
ments, such as dividends, etc., the fol- 
lowing rules pertain: 

1. Such payments, on or after the 
annuity starting date, are fully taxable 
to the annuitant. If this were not the 
case, it would be necessary to go back 
each time a payment was received, re- 
duce the cost basis and re-determine the 
annual exclusion. 


2. Such payments if made prior to 
the annuity starting date are taxable 
only to the extent that they, together 
with such amounts already recovered on 
a tax-free basis, exceed the total con- 
sideration paid. 


(Continued on page 725) 
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The New Tax Law 


ESTATE AND GIFT TAXES 


WALTER L. NOSSAMAN and JOSEPH L. WYATT, Jr. 


the Internal Revenue Code of 1954 
respecting estate and gift taxation* will 
be discussed in general in numerical 
order. 


i PRINCIPAL CHANGES MADE BY 


Rate integration.—Sections 2001 and 
2011 eliminate the necessity for the 
cumbersome “basic” and “tentative” 
computations required under old Sec- 
tions 810 and 935, substituting a single 
computation of tax based upon a per- 
centage of the “taxable estate,” and ex- 
pressing the State tax credit as a per- 
centage of the “taxable estate” rather 
than in terms of the “basic” tax as 
formerly. A method of computing the 
basic tax separately is still provided 
(§2011(d)) for purposes of those 
states whose death tax computations so 
require, and for purposes of the “Armed 
Forces” exemption ($2201). 


The new method of computation 
makes no change in the effective rate 
of taxation for any decedent save a non- 
resident alien entitled to a State tax 
credit under §2011. His estate will pay 
a little greater tax than would have 
been paid under the old law, which 
gave nonresident aliens a slight advan- 
tage over other taxpayers. See Sen. Rep. 


No. 1622, 83d Cong. 2d Sess., p. 462. 


Taxes on property previously taxed.— 
Section 2013 provides for a credit in 
the estate of a decedent for taxes paid 
on property previously transferred, re- 
placing the deduction formerly allowed 


*Excluding life insurance and annuities discussed 
in the Foosaner article herein. 


After Mr. Nossaman accepted the editors’ 
invitation to prepare this article, illness 
prevented his carrying on the assignment 
unaided. His associate, Mr. Wyatt, followed 
through on the summary of the estate and gift 
tax sections in the bill as originally intro- 
duced, which summary Mr. Nossaman says 
does not appear in any recognizable form in 
this article. Except for some minor changes 
in the manuscript, he wishes to make it plain 
that credit for its preparation belongs to 
Mr. Wyatt. —Editor’s Note. 
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under 812(c). The credit diminishes by 
20 per cent of the prior tax paid for 
every two years additional between the 
respective deaths, disappearing when 
transferor and transferee die 10 years 
apart. 


Property received by power of ap- 
pointment (previously allowed by Reg- 
ulations 105, §81.41(a) qualifies for 
the credit. The credit is allowed in the 
estate of a transferee who predeceases 
the transferor by less than two years, in 
cases where the transferor made an in- 
ter vivos transfer to the decedent. 


The amendment relating to inter vivos 
gifts seems limited in potential applica- 
tion. While there may be donees who 
predecease donors (see, e.g., Estate of 
Anna C. Yantes, 21 T.C. No. 95 (1953), 
(appealed to 6th Cir.), under the new 
law all three events—the transfer, the 
premature death of donee and the death 
of donor—must occur within a three- 
year span to make the credit operative. 
The statute still does not relieve from 
frequent multiple taxation on the same 
property. 

Previously transferred property is 
now valued by methods similar to those 
employed in valuing interests which 
qualify for the marital deduction. In the 
case of transfers between husband and 
wife, the net value of the transferred 
property (for purposes of the credit) 
is reduced by the marital deduction 
allowed in the transferor’s estate. Pre- 
viously, Congress, anxious to provide 
against double benefit by spouses from 
both marital deduction and prior-trans- 
fer deduction, eliminated any prior- 
transfer deduction as to property ac- 
quired from a spouse — whether the 
transfer in fact produced a marital de- 
duction or not. The present provision, 
diminishing the credit only to the extent 
a marital deduction benefit was previ- 
ously realized, restores this relief pro- 
vision to general but not over-generous 
application in what may be the most 
common instance of proximate deaths— 
husband and wife. 





WALTER L. NOSSAMAN JOSEPH L. WYATT, JR. 


Mr. Nossaman, trust counsel for a large 
California bank from 1928 to 1942, has 
since been in private practice, now with 
the Los Angeles firm of Brady, Nossaman 
& Paulston. He has been California legal 
editor for Trusts AND Estates since 1935; 
president of the Los Angeles Bar Associa- 
tion; chairman of the American Bar Asso- 
ciation’s Section of Real Property, Probate 
and Trust Law; member of the Board of 
Governors of the State Bar of California; 
author of the two-volume treatise “Trust 
Administration & Taxation” as well as arti- 
cles in leading legal journals; and lecturer 
on trusts and taxation at the Pacific Coast 
School of Banking. Mr. Wyatt, also a 
Harvard Law graduate of more _ recent 
vintage, is a member of the same firm. 


Optional valuation. — The alternate 
valuation provisions, a part of the reve- 
nue statutes since 1935, now remain 
in substantially the same form (§2032) 
despite attempts in the House to restrict 
their application solely to cases of great 
hardship. The present form of the stat- 
ute seems more in harmony with other 
revisions which have sought to avoid 
abrupt and often inequitable cut-off 
rules. (See, e.g., $2013, just discussed.) 


Transfers taking effect at death_—The 
present Act adds another twist to the 
variegated history of what used to be 
§811(c), relating to transfers with pos- 
session or enjoyment retained or with- 
held. The present enactment is another 
in the procession of steps taken by the 
courts, the Congress and the government 
to avoid on the one hand the undue 
generosity of May v. Heiner, 281 U.S. 
238 (1930) and, on the other hand, 
the unexpected hardships resulting from 
the attempts to limit that case. 


Under §811(c) as amended in 1949, 
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“Don’t bother making out a will, darling. 
Your lawyers, Botts, Botts & Rifkin, will see 
that I’m taken care of — especially Rifkin.” 

Courtesy of Esquire 


an interest transferred after October 7, 
1949, might be taxed to the estate of 
the transferor if possession or enjoy- 
ment could be obtained only by surviv- 
ing the decedent—irrespective of the re- 
tention of any interest by the decedent, 
whether express or by operation of law 
or of any specified size. The present 
amendment (§2037) abolishes _ this 
harsh rule, which makes taxation depend 
solely upon the issue of survivorship, 
in favor of a rule which adds to the 
survivorship requirement the further 
requirement that the decedent possess 
at death a reversionary interest—either 
express or by operation of law—equal 
to five per cent (5%) of the value of 
the property transferred—‘“one chance 
in twenty that the property would be 
returned to him.” (H. Rep. No. 1137, 
83d Cong. 2d Sess., page 90. 


Claims, expenses, etc.—Deductibility 
of claims, expenses and debts has in the 
past been limited strictly, not only to 
those expenses allowable by local law, 
but also to the size of the probate estate 
—no matter how large the taxable es- 
tate. Inequities have resulted from the 


latter limitation in cases where expenses 
otherwise allowable under local law 
were paid out of non-probate (but tax- 
able) assets. See, e.g., Estate of Lande, 
21 T.C. No. 110 (1954); Estate of 
Slocum, 21 T.C. No. 58 (1954) (both 
involving property, taxable in the es- 
tate, which passed outside of probate 
under power of appointment but never- 
theless was used to meet probate-allowed 
expenses). 


The new code seeks to remedy this 
situation by providing: 


“There shall be deducted in determ- 
ining the taxable estate amounts rep- 
resenting expenses incurred in admin- 
ministering property not subject to 
claims which is included in the gross 
estate to the same extent such 
amounts would be allowable as a de- 
duction under sub-section (a) if such 
property were subject to claims, * * *.” 
§2053(b). 


It is apparent that it was the wish 
of Congress to permit deduction of all 
otherwise allowable expenses whether 
paid out of the probate estate or not, 
in effect reinstating the rule as to de- 
duction of payments for debts, expenses 
and the like which persisted until the 
adoption of the “subject-to-claims” limi- 
tation in 1942. See Helvering v. O’Don- 
nell, 94 F. 2d 852, 20 A.F.T.R. 1006 
(2d Cir. 1938) affg 35 B.T.A. 251 
(Acq.). In this respect, the following 
example appears in both Senate and 
House reports: 


“* * * Thus, if the decedent has 
placed most of his assets in a trust 
(not includible in his probate estate) 
funeral and other expenses of admin- 
istering trust property paid out of 
the trust asscts are not allowed as a 
deduction to the extent they exceed 
the value of the property in the pro- 
bate estate.” [Emphasis supplied.] 


However, the section does not in 
terms solve the entire problem as stated 
in the Committee Reports. It provides 
no.hing with respect to expenses in- 


Complete facilities for handling your 


Banking and Fiduciary Business 


promptly and effectively. 
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curred without reference to non-probate 
property (such as funeral expenses and 
ordinary debts of the decedent) which 
non-probate transferees may pay when 
the probate estate is not sufficient to 
meet even those expenses.! It is foresee- 
able that they may have a difficult time 
proving that such expenses are “ex- 
penses incurred in administering prop- 
erty not subject to claims.” 


In the absence of a resolution of this 
problem by regulation, the estate plan- 
ner is offered only two alternatives for 


1See, e.g., Estate of Lande, supra, where the pro- 
bate estate amounted to $12,000 and debts of the 
decedent amounted to $16,500 and funeral and ad- 
ministration expenses to $8,800. 


First Choice for 
Trust Service 


in Missouri 


The St. Louis Union Trust 
Company engages only in the 
trust business. It does no bank- 
ing business. It accepts no depos- 
its subject to check, It is the 
largest stockholder of the First 
National Bank in St. Louis, 
with which it is affiliated. It is 
the oldest trust company in 
Missouri. 


It administers a large volume of 
trust business and operates on 
the efficient ‘‘staff and line’ 
plan. Every estate and trust re- 
ceives the personal attention of 
the administrative or “line’’ 
officer to whom it is assigned. 
These officers are backed up by 
staff departments, such as our 
investment analysis and re- 
search departments, two separate 
tax departments, real estate de- 
partment, close corporation 
department, etc. 


We suggest consideration of our 
Company for ancillary service 
in Missouri or where recommen- 
dations are to be made to people 
moving from other states to 
Missouri. 


“Trust Service Exclusively” 


ST. LOUIS UNION 
TRUST COMPANY 
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{ MACHINERY, SURPLUS AND } 
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For Public Auction Sales 
throughout the United States 
of all types of industrial prop- 
erties, products, materials, 
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solving it in advance: 1) insure that a 
sufficient sum is provided in the pro- 
bate estate to meet expenses which are 
not “incurred in administering property 
not subject to claims,” or 2) provide 
that such expenses, debts, etc., as are 
liabilities at the date of death shall be 
encumbrances upon the corpus of the 
non-probate estate, thus reducing the 
net value thereof for estate tax purposes. 
See Estate of Rose M. Harter, 3 T.C. 
1151, 1158 (1944). Even this alterna- 
tive will be ineffective as to funeral and 
other expenses which do not constitute 
obligations as of the date of death. See 
idem at 1159. 


Charitable transfers.—Section 2055 
(old §812(d)) allows a charitable de- 
duction for a transfer to a veterans’ 
organization incorporated by act of 
Congress. It also recognizes as an irre- 
vocable disclaimer for purposes of this 
section a termination of a power to con- 
sume, invade or appropriate property if 
the termination should occur before the 
power is exercised. 


The second provision remedies the 
situation where the holder of a power 
sufficient to preclude the deductibility 
of a charitable bequest in remainder 
dies without exercising his power but 
without disclaiming expressly, the un- 
fortunate case in which property actu- 
ally passed to the charitable remainder- 
man before the date for filing the es- 
tate tax return — yet the estate obtained 
no charitable deduction. The amend- 
ment is a helpful reconciliation of the 
statute to facts. 


Transfers to surviving spouse.—Sub- 
section 2056(b) (5) (old §812(e)) (1) 
(F) clarifies two questions which have 
arisen under the present marital deduc- 
tion section. It allows to qualify for 
the deduction a legal life estate as well 
as a life interest under a trust (with 
appropriate power of appointment), 
and it permits an otherwise qualified 
interest to qualify for the deduction 
even though the surviving spouse re- 
ceives not the entire income, but only 
a specific portion thereof together with 
a corresponding power to appoint the 
same specific portion of the property. 
In other words, if Wife is bequeathed 
for life one-third of the income from 
a residuary trust corpus and is granted 
an appropriate power to appoint one- 
third of corpus, her interest qualifies 
for the marital deduction. 

By the second change Congress has 
overruled that portion of Regulations 
105, Section 81.47(a) which disqualifies 


such fractional interests in income even 


though accompanied by the proper 
power to appoint. 


Sub-section 2056(b) (6), relating to 
similar life insurance and annuity pay- 
ments with powers to appoint, contains 
corresponding language as to specific 
fractions of an interest. 


Community property. — Sub-section 
2056(c) (2) (C) extends to the entire 
period following December 31, 1941, 
the non-recognition provisions of old 
Section 812(e) (2) (C), formerly ap- 
plicable only to the year 1942 and the 
period following April 3, 1948. The 
provision considers community prop- 
erty, converted to separate property 
after the critical date, as continuing in 
community property status. Although 
extending the non-recognition provisions 
over a broader period, the new provi- 
sion will probably simplify the estate 
planner’s important and difficult role of 
fact-finder in distinguishing separate 
and community property for purposes 
of the marital deduction. 


Widow's allowance.—The House bill 
(Section 2056(b) (7)) permitted the 
payments of such allowances made 
within one year of the decedent’s death 
to qualify under the marital deduction. 
The Senate removed this provision on 
grounds that the one-year limitation, 
while beneficial in those states where 
allowances to surviving spouses do not 
qualify under the marital deduction, 
might unduly limit the rights of the 
surviving spouses in those states where 
the entire allowance qualifies. See Rev. 
Rule 83, Int. Rev. Bull. 1953-11, page 
10, stating that such allowances may 
contribute to the marital deduction only 
if they are “a vested interest,” not term- 
inable on the death or remarriage of 
the surviving spouse. This solicitude 
for the effect of local law, giving ad- 
vantage to some but not to others, seems 
a bit incongruous when applied to the 
marital deduction, itself a device to 
avoid inequities produced by differences 
in local law. 


Definition of property within the 
United States—Under old Section 862- 
(a), the regulations made it clear that 
shares of foreign corporations in fact 
held in the United States fell within 
the definition. The result was that non- 
resident aliens habitually avoided de- 
positing foreign. shares in this country, 
thus depriving our depository institu- 
tions of business. The revision (§2104- 
(a)) excludes from taxation in a non- 
resident alien’s estate corporate shares 
within the United States unless they are 

(Continued on page 727) 
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The New Tax Law 


ESTATE AND TRUST INCOME 


HE RULES FOR TAXING INCOME OF 
gabe and trusts* are changed in 
many important respects by the In- 
ternal Revenue Code of 1954, which 
makes the first substantial revision of 
such rules since the enactment of the 
Revenue Act of 1942. The changed rules 
are applicable to taxable years begin- 
ning after December 31, 1953. 


I. GENERAL STATUTORY PLAN 


The 1954 law continues the prior 
general pattern of taxing estates and 
trusts in the same manner as individuals 
on net income, now termed taxable in- 
come, with an additional deduction for 
income which is distributed or to be 
distributed currently. As was true under 
prior law, the test of the amount of a 
distribution which is taxable to bene- 
ficiaries is the amount of the addi- 
tional deduction allowed to the estate 
or trust. Many of the changes incor- 
porated in the new statute are designed 
to remove complexities resulting from 
the 65-day and 12-month rules enacted in 
1942 and to relieve beneficiaries of tax 
on distributions of amounts which are 
not part of the taxable income of the 
estate or trust. 


The new law makes it clear in all 
cases that the estate or trust is a mere 
conduit through which income flows 
from its original source to the bene- 
ficiaries and that various classes of in- 
come received by an estate or trust re- 
tain their same character of taxable, 
tax exempt or partially taxable income 
in the hands of the beneficiaries. If all 
the income is distributable or distributed 
currently, the beneficiaries receive the 
full credit against their tax for partially 
taxable interest, foreign taxes and divi- 
dends received; if part of the income 
is distributed and part retained by the 
estate or trust, the credits are appor- 
tioned ratably between the fiduciary and 
the beneficiaries. 


An estate in process of administration 
will continue to have a personal exemp- 


*Excluding “Clifford” Trusts discussed in Smith 
article herein. 
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tion of $600, and a trust which may ac- 
cumulate income will continue to have 
an exemption of $100. The exemption 
of a distributable trust is increased from 
$100 to $300, which will be available as 
a deduction against capital gain, extra- 
ordinary dividends and other taxable 
income which is properly allocable to 
corpus. As under the prior law, an 
estate or trust is not allowed the standard 
deduction. The 1954 law, like the prior 
law, allows a deduction for any amount 
of gross income, without limitation, 
which pursuant to the terms of the will 
or trust instrument is paid to or set 
aside for recognized charitable organ- 
izations or purposes. However, the 1954 
statute makes it clear that this deduction 
is to be reduced by an allocable portion 
of tax exempt income. 


If an estate or trust and a beneficiary 
have different taxable years, the amount 
includible in the gross income of the 
beneficiary is based on the income of 
the estate or trust for its taxable year 
ending within or with his taxable year. 
The prior law contained a similar pro- 
vision relating to distributable trusts but 
no such provision relating to estates or 
to trusts which may accumulate income. 


Deductions on Termination of 
Estate or Trust 


The 1954 statute has an important 
new provision that if at the time of 
termination an estate or trust has a net 
operating loss carry-over, a capital loss 
carry-over or deductions for the final 


year in excess of gross income, exclusive 
of the deductions for income distribu- 
tions and the personal exemption, such 
deductions shall be allowable to the 
beneficiaries succeeding to the property 
of the estate or trust. This provision will 
enable legatees or remaindermen to take 
deductions for items such as trustees’ 
commissions and attorneys’ fees payable 
from corpus which exceed income of 
the estate or trust for the final year and 
which under prior law were not available 
as deductions.* 


Definition of Distributable 
Net Income 


The new statute, unlike the prior law, 
limits the amount of distributions which 
are taxable to beneficiaries in any year 
to the “distributable net income” of the 
estate or trust for the taxable year. The 
amount which is distributable as income 
is determined under applicable state law, 
but the amount which is deductible by 
the fiduciary and taxable to beneficiaries 
is limited to distributable net income as 
defined in the income tax statute. In con- 
formity with the pattern used through- 
out the income tax provisions of the 
1954 Code, the term “taxable income” 
is used in the present statute in place 
of the term “net income.” Taxable in- 
come under the 1954 Code corresponds 
to net income under the 1939 Code less 
certain credits. 


Distributable net income is defined in 
the 1954 statute to mean the taxable 
income of the estate or trust computed 
with the following modifications: 


The following items are eliminated: 
1. The additional deduction for dis- 


tributions to beneficiaries. 
2. The personal exemption. 


3. Capital gains, to the extent that 
such gains are allocated to corpus and 
are not either (1) paid, credited or re- 
quired to be distributed to beneficiaries 
currently or (2) paid or set aside for 
charitable purposes; and also capital 


1See H.R. Rep. No. 1337, 88d Cong., 2d Sess., p- 
A201; Sen. Rep. No. 1622, 88d Cong., 2d Sess., p- 
848. 
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losses except to the extent that such losses 
are taken into account in determining 
the amount of capital gain which is dis- 
tributable or distributed to beneficiaries. 
The deduction for 50% of the excess 
of net long term capital gain over net 
short term capital loss is not to be taken 
into account. 


4. In the case of distributable trusts, 
extraordinary dividends or taxable stock 
dividends which the fiduciary, acting 
in good faith, determines are allocable 
to corpus under the will or trust instru- 
ment and applicable state law. 


The following items are added: 


1. Tax exempt interest reduced by 
deductions allocable to such interest and 
by the portion paid or set aside for chari- 
table purposes. 


2. In the case of a foreign trust, 
amounts of gross income from foreign 
sources, reduced by deductions allocable 
to such income and by the portion paid 
or set aside for charitable purposes. 


3. The amount of dividends excluded 
from gross income. 


The amounts of nontaxable income are 
added back merely for the purpose of 
allocating various classes of income 
among the fiduciary and several bene- 
ficiaries, including charitable benefi- 
ciaries. However, by retaining their 
character of tax exempt income in the 
hands of the beneficiaries, they remain 
free of income tax. 


The deduction for amounts paid to or 
set aside for charitable purposes is 
based on gross income of the estate or 
trust. Therefore, this deduction is taken 
along with other deductions in arriving 
at distributable net income. However, in 
determining the amount of the deduc- 
tion, a proportionate part of tax exempt 
income must be allocated to the charity, 
and the deduction will be limited to the 
amount allocated from gross or taxable 
income. 


The report of the Senate Finance Com- 
mittee” points out that since capital gains 
are not excluded from distributable net 
income in cases where they are paid to 
a beneficiary during the taxable year, 
capital gains which are paid to a bene- 
fciary in the year of termination of an 
estate or trust will be taxable to the 
beneficiary. 

As the only deductions which are ex- 
cluded are the deductions for distribu- 
tions, capital losses and the personal 
exemption, distributable net income will 
be reduced by other deductions charge- 
able to principal, such as trustees’ com- 


Sen. Rep., pp. 348-344. 
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missions and attorneys’ fees allocable to 
principal, which under prior law were 
not allowable in arriving at income tax- 
able to beneficiaries and which were 
wasted unless there was income charge- 
able to corpus from which they might 
be deducted.* 


Il. DISTRIBUTABLE TRUSTS 


The 1954 statute has certain pro- 
visions dealing exclusively with trusts 
which are required to distribute all their 
income currently and which during the 


3See H.R. Rep., p. A197. 


taxable year do not distribute any other 
amounts and which do not pay or set 
aside amounts of income for charitable 
purposes. Those trusts are referred to 
in the Report of the House Ways and 
Means Committee as “simple trusts,” as 
distinguished from “complex trusts,” a 
term used in the Committee Report to 
describe decedents’ estates, trusts which 
are not required to distribute all their 
income currently, trusts which make dis- 
tributions of principal and trusts which 
pay or set income aside for charitable 
purposes.* The so-called “complex 


*H.R. Rep., pp. 61, 62. 
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trusts” are dealt with in separate pro- 
visions of the new statute. 


Distributable trusts are taxable gener- 
ally in the same manner as under prior 
law. A deduction is allowed for amounts 
of income which are required to be dis- 
tributed currently, and those amounts 
are taxed to beneficiaries whether dis- 
tributed or not. However, the amounts 
deductible by the trust and taxable to 
beneficiaries are now limited to the 
distributable net income of the trust for 
the taxable year. If the amount of in- 
come (under state law) to be distributed 
currently exceeds the distributable net 
income of the trust, the amount included 
in the gross income of each beneficiary is 
an amount which bears the same ratio 
to distributable net income as the amount 
of income distributable to such bene- 
ficiary bears to the total distributable 
income (under state law). 


Distributions not Taxable to Bene- 
ciaries Unless Made from 
Taxable Income 


A result of the provision limiting the 
amount taxable to beneficiaries to the 
net distributable income of the trust is 
that amounts distributed as income un- 
der state law but which are not part of 
the gross income of the trust will not 
be taxed as income to beneficiaries. This 
provision nullifies the rules of John- 
ston v. Helvering® and McCullough v. 
Comm.,® dealing with distributions con- 
sidered income under state law.’ The 
~s141 F. 2d 208 (2d Cir. 1944), cert. denied, 323 
U.S. 715 (1944). 


6153 F. 2d 345 (2d Cir. 1946). 
7See H.R. Rep., p. A197; Sen. Rep., p. 346, 347. 
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Johnston case held taxable as income 
to beneficiaries amounts apportioned to 
income from proceeds of a sale of real 
property on which a mortgage had been 
foreclosed. The McCullough case held 
that where a trustee received a nontax- 
able stock dividend of common on com- 
mon and allocated a part of the dividend 
shares to the income beneficiary under 
state law, the dividend shares were tax- 
able income in the hands of the bene- 
ficiary. This new rule is equally ap- 
plicable to estates and to trusts which 
accumulate income. 


Various classes of income which serve 
to make up distributable net income will 
preserve their same character in the 
hands of beneficiaries. Except where the 
trust instrument allocates different 
classes of income to different beneficiar- 
ies, a beneficiary will be deemed to re- 
ceive a ratable part of each class of in- 
come and will exclude from his gross 
income his share of tax exempt interest 
and will take credit for an allocable 
portion of dividends received, partially 
taxable income and foreign taxes. 


lil. ESTATES AND OTHER 
TRUSTS 


The provisions of the 1954 Code re- 
lating to decedents’ estates and to trusts 
which may accumulate income and pay 
amounts from principal or pay or set 
aside income for charitable purposes 
follow in general the rules relating to 
distributable trusts. Amounts which are 
taxable to beneficiaries are limited to 
the distributable net income of the estate 
or trust, which is the same as in the 
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case of a distributable trust, except that 
extraordinary dividends and _ taxable 
stock dividends are included in income, 


In determining the distributable net 
income allocable to beneficiaries, the 
beneficiaries are divided into two groups 
and an order of priority is established, 
The distributable net income is first re. 
duced by amounts of income required 
to be distributed currently, including 
amounts which may be paid from corpus 
but which in fact are paid from income 
for the taxable year. Those amounts are 
allocated among and included in the 
income of beneficiaries who fall in that 
class in the same way as income of a 


fully distributable trust. If the total § 


amounts distributed to beneficiaries in 
that group exhaust the distributable net 


income, beneficiaries who fall in the 





second group are not taxed on current 
income. 


Next, a deduction is allowed for any 
other amounts paid, credited or to be 


distributed during the taxable year, and J 


such amounts are allocated among and 
taxed to the beneficiaries in the second 
group. The amounts taxable to benefi- 
ciaries in this group are limited to dis- 
tributable net income of the estate or 
trust reduced by distributable net in- 
come allocated to those in the first 
group and are allocated in the same 


way as in the case of distributable trusts. f 


In arriving at such distributable net 


income, the deduction for amounts of F 


gross income paid to or set aside for 
charitable purposes is allowed only to 
the extent that they are paid or set aside 
from current income. 


Those who fall in this second group 
include those entitled to receive annuities 
or other amounts payable at intervals 
out of principal. The statute treats as 
income distributions, subject to the limi- 
tation stated above, all amounts paid 
or to be distributed from either income 
or principal except lump sum gifts or 
bequests which meet the tests described 
in the next paragraph. The 1954 Code 
thus continues the provisions of the prior 
law, enacted in 1942, designed to change 
the rule of Burnet v. Whitehouse.® 


Lump Sum Bequests not Taxed 
as Income 


Amounts which are treated as income 
distributions under the 1954 statute do 
not include an amount payable under 
the governing instrument as a gift or 
bequest of a specific sum of money oF 
of specific property and which (1) is 
paid all at once or in not more than 
three installments and (2) cannot be 


8283 U.S. 148 (19381). 
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paid or credited wholly from income. 
However, a bequest of a sum of money 
js taxable as income to the legatee if it 


His paid in more than three installments 


or if the will specifies that it is to be 
paid from income.® 

As in the case of distributable trusts, 
various classes of income of so-called 


5 complex trusts retain their same charac- 


ter in the hands of the beneficiaries. 


65-Day and 12-Month Rules 
Abolished 


With the exception stated below, the 
statute relating to so-called complex 
trusts abolishes the 5-day and 12-month 


rules of the prior statute, enacted in 


1942 to provide for taxing to benefi- 
ciaries amounts received by an estate 
or trust in one year and distributed to 


‘beneficiaries in another. Prior to the 


ees wigek. 


1942 Act, such amounts were held tax- 


Sable to the estate or trust in the year of 


) receipt and exempt from tax to the 


beneficiaries in the year of distribu- 


ition.1° The new statute provides in sub- 


| stance that a distribution shall be deemed 


'a distribution of current income to the 


extent of distributable net income of 
the estate or trust for the taxable year, 
so that it is immaterial whether a dis- 
tribution is made from current or prior 
year’s income and how much income is 
on hand when the distribution is made. 


The new statute preserves the 65-day 
rule for trusts which meet certain re- 


| quirements, but not for estates. It pro- 
vides that an amount paid by a trust 
within the first 65 days of its taxable 


year shall be considered paid on the 
latt day of the preceding year if (1) 
the trust was in existence prior to Jan- 
uary 1, 1954, (2) under the terms of 
the trust instrument the trust may not 
distribute in any taxable year amounts 
in excess of its income for the preceding 
year, and (3) the fiduciary makes an 
election under the statute and regulations 
to have such rule apply. If the fiduciary 
makes such an election with respect to 
any taxable year, the rule is applicable 
to. amounts paid within the first 65 days 
of all subsequent years. 


It will no longer be possible for an 
executor to make distributions in the 
first 65 days of the succeeding year and 
have them treated as current: distribu- 
tions. The distributions, in order to be 
deductible by the estate and taxable to 
beneficiaries, must be made by the end 
of the taxable year of the estate. Con- 
versely, by withholding a distribution 


eee 

"See Sen. Rep., p. 353-354. 

See Comm. v. Dean, 102 F. 2d 699 (10th Cir. 
1989); Graham v. Miller, 187 F. 2d 507 (8d Cir. 
1943); G.C.M. 21799, 1940-1 C.B. 159. 


August 1954. 





until the year has ended, the executor 
will prevent it from being taxed cur- 
rently to a beneficiary, although it may 
be taxed to the beneficiary as income 
for the year of distribution. This will 
also be true of trusts other than those 
which meet the requirements stated in 
the preceding paragraph. 


Separate Trusts Treated as 
Separate Shares 


The new statute provides that for the 
sole purpose of determining the amount 
of distributable net income which is 
taxable to a beneficiary under the rules 
relating to so-called complex trusts, if 
a single trust has more than one bene- 
ficiary, substantially separate and inde- 
pendent shares of different beneficiaries 
are to be treated as separate trusts. This 
rule is to be applied under tests pre- 
scribed by the regulations. The report of 
the Senate Finance Committee™ states 
that the effect of this provision is to pre- 
vent a beneficiary from being taxed on 
a distribution which is made from corpus 
but which would, except for this pro- 
vision, be treated as a taxable distribu- 
tion because trust income is being ac- 
cumulated for another beneficiary. The 
division of the trust into separate shares 
or trusts will prevent the beneficiary 
receiving corpus from being taxed on 
an amount in excess of the distributable 
net income of the trust of his share. 


IV. FIVE-YEAR THROW BACK 


The five-year throw-back rule, which 
taxes to beneficiaries distributions of 


Sen. Rep., p. 355. 
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trust income which exceed the distribut- 
able net income of the trust for the 
taxable year, is new in the 1954 act. 
The purpose of the new rule is to pre- 
vent the use of income accumulations in 
a trust to obtain the benefit of tax rates 
lower than those which would be ap- 
plicable if the income were received 
each year by beneficiaries.!* 


The throw-back rule is not applicable 
to an estate in process of administration 
and is not applicable to the following 
amounts of trust income: 


(1) Amounts paid or distributable 
to a beneficiary as income accumulated 
before his birth or during his minority. 


(2) Amounts paid to a beneficiary 
to meet his emergency needs. 


(3) Amounts paid to a beneficiary 
at a specified age if (a) the total num- 
ber of such distributions to him can- 
not exceed four, (b) there is a period 
of at least four years between each such 
distribution, and (c) on January 1, 
1954 such distributions were required 
by the specific terms of the governing 
instrument; and 

(4) Amounts paid to a beneficiary 
as a final distribution of the trust if 
the distribution is made more than 
nine years after the date of the last 
transfer to the trust. 


The throw-back rule applies to income 
accumulated in taxable years beginning 
after December 31, 1953. It has no ap- 
plication to trust accumulations under 
the laws of states such as New York, 
where income may be accumulated for 


12See H.R. Rep., p. 62. 
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an individual only during minority. 
However, it would apply to accumula- 
tions governed by the law of a state 
having the common law rule against 
accumulations as well as certain other 
states, if the accumulation is not for the 
benefit of a minor or unborn persons 
and does not fall within any of the other 
exceptions specified above. 


The distributions to which the throw- 
back rule applies are distributions made 
during the taxable year of amounts 
which are treated as income distribu- 
tions under the rules relating to com- 
plex trusts. The rule comes into play 
in any year in which those distributions 
exceed by more than $2,000 the dis- 
tributable net income of a trust for 
that year reduced by income distribu- 
tions which are required to be made 
currently. 


Where the excess distributions amount 
to more than $2,000, the entire amount 
of the excess is thrown back in inverse 
order to the five taxable years preceding 
the year of distribution and is treated 
successively as a distribution on the last 
day of each of those years to the extent 
that such amount exceeds the total un- 
distributed net income for any taxable 
years intervening between the year of 
actual distribution and the preceding 
year to which the excess is thrown back. 


Whether or not there is any undis- 
tributed net income for any one or more 
of the five preceding years to which 
the excess distributions are thrown 
back, such excess distributions cannot 
in any event be deemed made for any 
years more than five years prior to the 
year of the actual distribution. Undis- 
tributed net income of a trust for any 
year is defined to mean the amount by 
which the distributable net income for 
that year exceeds (1) the deduction for 
that year for income distributions and 
(2) the income tax of the trust for that 
year on undistributed net income. 


If the amount thrown back to any 
preceding year is equal to the entire 
amount of undistributed net income of 
the trust for such year, the beneficiary 
is given credit for the tax paid by the 
trust on such undistributed net income; 
if the amount thrown back is less than 
the total undistributed net income of 
the trust for the prior year, the bene- 
ficiary is given credit for a ratable por- 
tion of the tax paid by the trust on 
undistributed net income. The amount 
of the tax so credited to the beneficiary 
is in turn treated as an additional in- 
come distribution to the beneficiary for 
the year for which the tax was paid. 
The trust is denied a refund of the 
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amount of tax so paid by it for the prior 
year. 

For example, suppose that a trust ac- 
cumulates in each of the years 1954 to 
1959, inclusive, $2,000 of taxable in- 
come and that it pays $400 in income tax 
each year, leaving undistributed net 
income of $1,600 each year for the six- 
year period. Assume further that in 
1960, in addition to distributing all its 
distributable net income for that year, 
it distributes to a beneficiary the total 
accumulated income of $9,600. Income 
of $1,600 will be deemed distributed to 
the beneficiary on the last day of each 
of the years 1955 to 1959, inclusive, a 
total of $8,000. In addition the tax of 
$400 paid by the trust on undistributed 
net income for each of such five years 
will be deemed distributed to the bene- 
ficiary on the last day of each year, mak- 
ing total income distributions of $10,000, 
and the beneficiary will be given credit 
for such taxes. Since the accumulation 
in 1954 extends beyond the five-year 
period, it will be disregarded. 


Method of Taxing Excess 
Distributions 


The total of the amounts deemed dis- 
tributed to the beneficiary in prior 
years is included in the income of the 
beneficiary for the year in which the 
distribution is actually made to him. 
However, the amount of tax payable by 
him on such income cannot be greater 
than the tax which would have been 
payable by him if the distributions had 
been made to him in the respective pre- 
ceding years in which they are deemed 
made. This limitation will require a 
recomputation of the beneficiary’s tax 
for each of the prior years to which the 
income is thrown back in order to de- 
termine whether the beneficiary’s tax 
as so computed is less than the tax 
computed by including the entire amount 
of the excess distributions in income in 
the year in which actually received. 


Where trust income is accumulated 
in a state having the common law rule 
against accumulations and in certain 
other states, the application of the throw- 
back rule may be avoided by providing 
that after the accumulation period the 
trust income shall be distributed each 
year for five years and that the accumu- 
lated income shall be distributed at the 
end of the five-year period. Since the 
trust would have no undistributed net 
income during any of the five years pre- 
ceding the year of distribution, none 
of the accumulated income in excess of 
the trust income for the year of distri- 
bution would be taxable to the bene- 
ficiaries. 


It is claimed by Treasury representa. 
tives that the throw-back rule is neces. 
sary in order to prevent tax avoidance 
through the accumulation of trust inf 
come. However, the complications sur. 
rounding the application of the rule and 
the computation of the tax of the bene. 
ficiaries cause one to wonder whether 
the cure is not worse than the disease, 
The throw-back rule seems especially out 
of place in a statute designed to simplify 
the tax laws. 

A A A 


Code Institute in Texas 


The 1954 Internal Revenue Code will 
be extensively discussed at an Institute 
to be held at the University of Texas 
Law School, September 29 through 
October 2. Secretary of the Treasury 
George M. Humphrey will be the main 
speaker at a banquet on October 1. 
Lawyers from the Treasury Department 
and members of the Committees on 
Taxation of the American Bar Associa- 
tion and the American Law Institute 
will cover the new Code during the 
four-day Institute. 


Marvin K. Collie, member of the 
Houston firm of Vinson, Elkins, Weems 
& Searls, and Texas Legal Editor for 
T.&E., is chairman of the committee 


on the Institute. 
4 a A 


Correspondence 


(Continued from page 675) 
1914 nor 1924 nor 1934 nor 1944, for 


that matter — I must gain it vicariously 


from others like yourself. 
E. M. Hindert, 
Alfred Connable Office 
Kalamazoo, Mich. 


T&E and Research 


Thank you for your letter of July 
lst, with respect to the offer on reference 
material needed in connection with my 
thesis and study problems in regard to 
my studies at the Graduate School of 
Banking. 


I think of all the magazines going 
across my desk, that Trusts AND 
EstaTEs is valued more highly than 
any one. Only now, do I fully realize the 
true extent of its importance. 


I have prepared a list of certain 
articles in Trusts aND Estates that 
would be of immeasurable help in my 
thesis work and problems. I would cer- 
tainly appreciate if you will forward 
these articles to me. 


Willard J. Miller 
Trust Officer 


Mt. Penn Trust Co. 
Mt. Penn, Pa. 
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HARRIS Trust 





and Savings BAN K 


Organized as N. W. Harris & Co. 1882—Incorporated 1907 


115 W. MONROE STREET, CHICAGO 90 


STATEMENT OF CONDITION 


June 30, 1954 


RESOURCES 


Cash on Hand and Due from Banks. . $188,367,759.39 


U. S. Government Securities......... 202,035,158.68 
State and Municipal Securities....... 68,520,944.50 
Other Bonds and Securities.......... 2,547,773.45 
Loans and Discounts............... 249,674,858.54 
Federal Reserve Bank Stock......... 900,000.00 
Customers’ Liability on Acceptances. 353,415.03 
Accrued Interest and Other Resources 3,519,473.37 


EDI ooo ore Sia, oe aan 2,375,000.00 


| RO oe re ee $718,294,382.96 


LIABILITIES 


Demand Deposits..... $ 576,618,406.20 


Time Deposits........ 88,865,870.64 
"POUGL TPOCUB io 6 5 oo S a bee ace veeeee $665,484,276.84 
Dividend Payable July 1,1954....... 360,000.00 
PONE = 2555 i eRe ee bee 353,415.03 
Reserves for Taxes, Interest, etc....... 6,378,956.58 
General Contingency Reserve......... 8,361,467.90 
Capital..............$ 12,000,000.00 
EME ae 18,000,000.00 
Undivided Profits..... 7,356,266.61 
"rotal Capital Pande... 6.55 <.5 56:60 37,356,266.61 
eau | Pee ....... $718,294,382.96 


United States Government Obligations and Other Securities carried at $89,764,062 are pledged 
to secure Public and Trust Deposits and for other purposes as required or permitted by law. 


DIRECTORS 


EDWIN C. AUSTIN 
Sidley, Austin, 
Burgess & Smith 


FRED G. GURLEY 
President, Atchison, Topeka & 
Santa Fe Railway Company 


NORMAN W. HARRIS 
Room 2001, Harris Trust Bldg. 


STANLEY G. HARRIS 
Chairman, Executive Committee 


JAMES M. BARKER 
Chairman of Board 
Allstate Insurance Company 


MARK A. BROWN 
President CHARLES C. JARCHOW 
President 
WESLEY M. DIXON American Steel Foundries 
President 
Container Corporation 


of America 


WAYNE A. JOHNSTON 
President 
Illinois Central Railroad 


DAVID GRAHAM WILLIAM V. KAHLER 
Financial Vice-President President 


Standard Oil Co. (Indiana) Illinois Bell Telephone Co. 


JOHN L. McCAFFREY 
President 
International Harvester Co. 


GUY E. REED 
Executive Vice-President 


JOHN G. SEARLE 
President 
G. D. Searle & Co. 


F. B. McCONNELL 
President 
Sears, Roebuck & Company 


JAMES L. PALMER 
President 
Marshall Field & Company 


HAROLD H. SWIFT 
Chairman of Board 
Swift & Company 

CHARLES H. PERCY 


President 
Bell & Howell Company 


STUART J. TEMPLETON 
Wilson & Mclivaine 


RICHARD E. PRITCHARD 
Room 1824 
Harris Trust Building 


KENNETH V. ZWIENER 
Vice-President 


Member Federal Reserve System . .. Member Federal Deposit Insurance Corporation 
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Pennsylvania Trust Committee 
Chairmen Named 


Appointments for the eight commit- 
tees in the Trust Division of the Penn- 
sylvania Bankers Association for 1954- 
1955 were announced by Chairman 
George M. Fehr, trust officer, Common- 
wealth Trust Co. of Pittsburgh, upon as- 
suming his chairmanship on July 1. The 
committee chairmen are: 


Cooperation With the Bar — Cleve- 
land D. Rea, trust officer, Mellon Na- 
tional Bank & Trust Co., Pittsburgh; 


Costs and Charges — Maurice D. Hart- 
man, vice president, Fidelity-Philadel- 
phia Trust Co.; 


Law of Decedents Estates and Trusts 
— John M. Duff, trust officer, Potter 
Bank & Trust Co., Pittsburgh; 


Smaller Trust Departments — James 
P. Nunemaker, trust officer, United 
States National Bank in Johnstown; 


Taxation — John E. Williams, as- 
sistant vice president, Provident Trust 
Co., Philadelphia; 

Trust Department Operations — Har- 
old E. Bright, vice president & trust offi- 
cer, Berks County Trust Co., Reading; 


Trust Development—Robert A. Bodine, 
trust officer, Liberty Real Estate Bank & 
Trust Co., Philadelphia; 


Trust Investments Malcolm E. 
Lambing, vice president, Peoples First 
National Bank & Trust Co., Pittsburgh. 


Mr. Fehr also announced the appoint- 
ment of the following Pennsylvania mem- 
bers to the Tri-State Trust Conference: 
William H. Loesche, Chairman, vice 
president, Girard Trust Corn Exchange 
Bank, Philadelphia; Otto P. Mann, vice 
president, Fidelity-Philadelphia Trust 
Co.; and Samuel F. Rockafellow, presi- 
dent, The Easton Trust Co. 


A A A 


Bank-School Teaching Program 
Includes Trust Department 


Included in the teacher’s material of 
First National Bank of Minneapolis’ new- 
ly developed educational program on 
banking (T&E 5/54 p. 454) are refer- 
ences to the trust department’s manage- 
ment of trusts and estates, under Chief 
Functions of the local bank, and two 
paragraphs describing trust department 
services under the topic “Utilizing the 
Bank Services.” Among the Suggested 
Pupil Experiences is the following: 
“Name two committees, one to report on 
personal trust services and the other on 
corporation trust services. Have selected 
pupils look up and explain to the class 
what is meant by the following: Trustee 
or co-trustee under will, living trust, com- 
mon trust fund, escrow service, invest- 
ment management.” The trust depart- 
ment and some of its services are also 
listed on the wall chart, Knowing Your 
Bank. 


694 





Calendar of Forthcoming Meetings and Schools 
SEPTEMBER-DECEMBER 


American Economic Assn. &° 


American Finance Assn. __.-.--_-_____. 12/27-30 


American Bankers Assn. 


Mid-Continent Trust Conference _.._.11/4-5 
10/17-20 


9/30-10/3 
Financial Public Relations Assn. 9/27-10/1 
Investment Bankers Assn. _..........-_-- 11/28-12/3 


Annual Convention —...____>_ 
Association of Bank Women 


Investment Dealers’ Digest Mutual 
Fund Convention 

National Assn. of Bank Auditors 
and Comptrollers 

National Assn. of Life Underwriters 

National Assn. of Supervisor 
of State Banks 

New York State Bankers Assn. 
Investment Seminar 
Trust Conference 

Pennsylvania Bankers Assn. 
Trust School 

Tennessee Bankers Conference 


University of Tennessee ___________ 9/5 


Texas Bankers Assn. Bankers Conf., 
University of Texas 





California Trust Division 
Chairmen Named 


Garnett J. Brooks, senior vice president 
of the Beverly Hills National Bank & 
Trust Co., and chairman of the Trust 
Division of the California Bankers Asso- 
ciation, has announced the appointment 
of the following committee chairmen: 


Fiduciary Insurance: T. J. Carlile, 
assistant vice president, Anglo California 
National Bank of San Francisco. 


Legislation: S. B. Burnham, vice presi- 
dent of the Union Bank & Trust Co. of 
Los Angeles. 


Statutory Compensation for Executors 
and Attorneys: Bradley B. Brown, vice 
president and senior trust officer, Ameri- 
can Trust Co., San Francisco. 


Taxation: L. M. Stewart, assistant 
trust officer, Wells Fargo Bank & Union 
Trust Co., San Francisco. 


Trust Investments: Wesley F. Jones, 
assistant vice president, Security-First 
National Bank of Los Angeles. 


Trust Operations: N. F. Wheeler, vice 
president and assistant trust officer, 
Farmers & Merchants National Bank of 
Los Angeles. 


Sub-Committee on Preservation of 
Records: E. J. Tooker, assistant vice 
president, Crocker First National Bank 
of San Francisco. 


Joseph C. Moser, vice president and 
trust officer of Marshall & Ilsley Bank, 
Milwaukee, has been named a Knight 
of St. Gregory the Great by Pope 
Pius XII. 





10/18-21 
_.9/20-24 


10/13-15 







Detroit 


Drake Hotel, Chicago 
Atlantic City 


Shamrock Hotel, Houston 
Hotel Statler, Washington 
Hollywood Beach Hotel, Fla. 


Palmer House, Chicago 


San Francisco 
Boston 


Sir Walter Raleigh Hotel, 
Raleigh, N. C. 








Hotel Commodore, New York 
Hotel Syracuse, Syracuse 







Harrisburg 





Knoxville 







Austin 







Chelsted Named Educational 
Foundation Chairman 


S. H. Chelsted, vice president, Peoples 
First National Bank & Trust Co., Pitts- 
burgh, has been named Chairman of the 
Board of Trustees of the Pennsyl- 
vania Bankers Association Educational 
Foundation, replacing John D. Bainer, 
president, Merchants National Bank & 












Trust Co., Meadville, who is now serving § 






as PBA Treasurer. 

Mr. Chelsted is a charter member of 
the Board, and earlier served the PBA 
as chairman of the public education com- 
mittee which directed a cooperative edu- 
cational program for two years before it 
was formalized into the Foundation. He 
is also a past president of the Financial 
Public Relations Association, and is now 
on its Senior Council. 

A&A A 


Steel Aids Education 


The United States Steel Foundation, 
Inc., recently announced its first aid-to- 
education program — a $700,000 outlay 
in 1954 for liberal arts colleges, the 
National Fund for Medical Education, 
the United Negro Colleges, and a limited 
number of graduate fellowships. Under- 
graduate institutions in 14 states, most 
of which are highly industrialized, are 
included in the program which has bee? 
confined in the main to areas in which 
the Foundation has a natural interest. 
Benjamin F. Fairless, chairman of the 
Foundation’s trustees, pointed out that 
many thousands of the 22,000 college 
and university trained employes of U. S§. 
Steel attended liberal arts colleges. 
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PSYCHIATRY — 
e acts for ye Y, (Micors 


WILLIAM C. MENNINGER, M.D. 


General Secretary, The Menninger Foundation, Topeka, Kansas 


ECOGNIZING AND DEALING WITH IN- 

dividual personality problems is 
part of the daily routine of every busi- 
ness leader. Trust officers may have 
served as guardian or conservator for 
persons mentally ill, or perhaps have 
had to advise widows, children and in- 
experienced adults on how to seek help 
for some other member of the family 
afflicted with mental disease. As execu- 
tives, they may have had experiences 
with maladjusted employees, whether 
ineffectual seniors or cantankerous jun- 
iors. 


Most persons think of mental illness 
in terms of so-called “crazy” people, 
whose behavior is so bizarre as to re- 
quire confinement and treatment in a 
mental hospital. If one were to put all 
of the mentally disturbed or disordered 
who fill our public and private institu- 
tions into one hospital, they would make 
up a population greater than that of the 
city of Pittsburgh. They occupy more 
hospital beds than the victims of polio, 
cancer, tuberculosis, heart disease, and 
all other physical illnesses combined. 
The cost to the taxpayer of maintain- 
ing these patients in hospitals is over 
one billion dollars a year. 


Great though the number of mentally 
ill in our hospitals may be, it represents 
but a small fraction of all those who 
suffer — and make others suffer — be- 
tause of emotional disorder. Among 
these disordered personalities outside of 
hospitals — and every trust officer must 
be familiar with many — are the law- 
less, the alcoholic, the suicidal, the 
“good” boy who steals, the intelligent 
youngster who fails in school, the pretty 
young woman who has had five mar- 
tages and as many divorces, and a 
host of others who waste their lives in 
chronic anxiety, ineffectiveness, self 
punishment, hostility or suspicion. 

It has been fairly conservatively esti- 
mated that for every one of the seven 
hundred thousand severely ill patients 
in hospitals, there are ten others  out- 
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side afflicted with serious emotional 
problems and in need of psychiatric 
help. People don’t talk about mental 
illness in their families. Mental illness 
was explained as witchcraft for so long 
that patients and their relatives are still 
subject to a deep-rooted fear and horror 
of it, and to shame at its discovery. 


Changes in Treatment 


Only 150 years ago we were burning 
the mentally ill at the stake as witches. 
Attendants played the role of “prison 
keepers,” and “treatment” — where it 
was given at all — consisted of purging, 
blood-letting and starvation. 


With an increase in humanitarianism, 
psychiatric patients “graduated” slowly 
to asylums, and it was in these that 
the first efforts were made to accumu- 
late information about the pathology 
and physiology of mental illness — that 
is, the what, why and how. In the past 
sixty years psychiatry has begun it’s 
most recent step — the development of 
the science of treatment and, with it, 
of prevention. 


Today, it can be stated as a fact that 
most psychiatric patients get well. In 
our better staffed psychiatric hospitals, 
where enough personnel is available to 
make use of all that psychiatry has 
learned about treatment, better than 
70 per cent of the patients get well. We 
are looking forward to the day when 
we can raise that to 80 per cent — per- 
haps, as some authorities have sug- 
gested, even 90 per cent. 


As it became clear that mental illness 
was not hopeless, psychiatry began to 
move outside the walls of state institu- 
tions and to concern itself with a 
broader field of practice — in offices, 
general hospitals, out-patient clinics and 
various social organizations. In increas- 
ing numbers psychiatrists began to treat 
the less severe types of personality dis- 
orders, to recognize the emotional com- 
ponents in all illness. Today, there are 
many more psychiatrists practicing out- 


side of hospitals than in them, some 
affiliated with industry, school and col- 
lege mental health services, and probate 
and criminal courts. 


More than any other branch of medi- 
cine, psychiatry has learned that it has 
to be interested in the environment in 
which a person functions as well as in 
the person himself. The emotional diffi- 
culties of any one person always involve 
other people. Consequently, it is not 
merely a matter of studying the blood 
or the X-ray or the physical pathology 
of the person. It involves investigation 
into the environment in which he lives, 
his family, his friends, his job. 


Shortage of Psychiatrists 


Those who have had direct contact 
with psychiatry, who have ever tried 
to secure treatment for a client, a friend, 
or even a member of the family who 
was mentally ill, have been surprised 
at the difficulty of securing psychiatric 
help promptly. If the client had pneu- 
monia or cancer, he could be in a hos- 
pital under skillful treatment within an 
hour after discovery of the disease: not 
so with mental illness. The mentally ill 
must wait weeks, even months, for treat- 
ment. Yet mental patients are just like 
cancer patients — they must be treated 
or the condition can become beyond 
repair. 

The reason for this often tragic delay 
is the critical shortage of psychiatrists 
and other trained mental health work- 
ers. There are in the United States today 
barely 7,000 psychiatrists and the need 
is for at least 20,000. Many mental 
hospitals have only one or two psychia- 
trists for several thousand patients; a 
few have none at all. There are large 
communities throughout the United 
States where there is not a single physi- 
cian trained to deal with mental illness. 

Partly as a result of this great short- 
age of properly trained psychiatrists, 
there have come into being a number 
of quacks and charlatans who hide be- 
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hind high-sounding titles but whose 
principal qualification is often no more 
than an academic degree. These not 
only prey upon the gullible, but their 
very existence — and the publicity that 
has been given them — often makes the 
more sober-minded feel that choosing 
a competent psychiatrist is a hopeless 
task. 


Actually, it is not more difficult to 
determine the qualifications of a psychi- 
atrist than of any other physician. One’s 
own trusted doctor will be the best per- 
son to advise whom to see in case of 
the mental illness of a client, employee 
or member of the family. If he is un- 
able to help, the county medical associa- 
tion, or the local mental health associa- 
tion, if there is one, can suggest quali- 
fied psychiatrists in the community. It 
is quite proper and appropriate to ask 
a psychiatrist if he belongs to the Amer- 
ican Psychiatric Association, the pro- 
fessional organization to which all 
accredited psychiatrists belong. A 
further qualification one may look for 
is whether he is a Diplomate of the 
American Board of Psychiatry and 
Neurology. This board is similar to the 
accrediting bodies in other specialties 
of medicine and it grants certificates 
only to physicians who have had three 
years of approved training in psychia- 
try, plus two additional years of clinical 
experience, and who have been able to 
pass rigorous examinations. 


Selecting a hospital is a similar prob- 
lem and should be approached with 
equal care. The psychiatrist one has 
chosen should be the best person to 
advise, together with one’s personal or 
company physician. 

No matter what course is followed, 
however, one must be prepared for de- 
lay and difficulty. There just aren’t 
enough men to do the job. 


More Research Needed 


Psychiatry is a young science, barely 
60 years old in its modern sense. It lags 
far beyond the rest of medicine in the 
development of precise, time-saving and 
economical techniques of treatment and 
prevention. Yet of every dollar spent on 
all medical research, less than two cents 
is invested in the study of mental ill- 
ness, and this despite the fact that gen- 
eral practitioners themselves agree that 
more than half of their patients are 
suffering from emotional, rather than 
physical, problems. 


We spend more than a billion dollars 
a year to keep our mentally ill in hos- 
pitals, yet invest only 1/200 of this 
amount in research that might get them 
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quickly out again or prevent them from 
getting mentally ill in the first place. No 
wonder mental illness is still our big- 
gest, costliest health problem! Unless 
there is broad public support for pro- 
grams of research and training in psy- 
chiatry, mental illness will continue to 
account for one-third of the nation’s 
entire medical bill and to eat up annu- 
ally an amount equal to one half the 
cost of operating our public schools. 


I write with some conviction. As sec- 
retary of the non-profit Menninger 





Trustmen “can help clear away many of the 
cobwebbed superstitions that prevent people 
from seeking psychiatric help.” 


Foundation in Topeka, Kansas, I have 
been engaged with this problem for 
many years. The Menninger Founda- 
tion is the largest training center for 
new psychiatrists in the country, and one 
of the largest private research organiza- 
tions in mental health. These are costly 
programs, and part of the job — like 
that of a college president — is to find 
financial support for them. 


People who give generously to fight 
cancer and heart disease often shy away 
from any association with the far 
greater problem of mental illness. This 
is partly because people are afraid of 
mental disease and afraid to think about 
it; partly because they think that mental 
illness is chronic and incurable; per- 
haps partly because they fear that their 
support of psychiatry will be interpreted 
as a need for psychiatric help them- 
selves. Using the “it might be you” 
approach to building support for psy- 
chiatry would in many instances be like 
trying to put out a fire with gasoline. 
You can’t conquer anxiety with more 
anxiety. 


Trustman’s Key Role 


In the effort to build solid support 
for programs attacking mental illness, 
the trust officer plays a key role. As a 
personal counselor — and as an execu- 


tive — he can help clear away many 
of the cobwebbed superstitions that pre- 
vent people from seeking psychiatric 
help when it is needed. As an advisor 
on financial matters the trust officer can 
make an important social contribution 
by bringing to his clients’ attention the 
exciting opportunities for participating 
in the conquest of mental illness through 
gifts and testamentary bequests. 


I say “exciting” opportunities and | 
mean just that. The conquest of mental 
illness will rank as one of the greatest 
achievements of medicine. No greater 
problem in health remains. Smallpox, 
diphtheria, plague and many other 
once-dreaded killers have already yield- 
ed to scientific research. The attacks on 
cancer, tuberculosis and polio are well- 
supported and their conquest seems just 
beyond the horizon. Mental illness — 
our greatest and costliest health prob- 
lem — is still a relatively untouched 
frontier. It can and must be conquered. 

A AA 


Bank-Administered Charitable 
Trusts Build Good Will 


Three trusts administered by Deposit 
Guaranty Bank & Trust Co. of Jackson, 
Miss., develop favorable community in- 
terest by aiding the sick, the schools 
and the underprivileged. 


The Rad Reed Memorial Fund pro- 
vides income used annually for a 
Christmas party for all patients at the 
Mississippi Tuberculosis Sanatorium. 
Since the party is for rich and poor 
alike, nobody feels uncomfortable about 
attending it, and the existence of the 
trust fund income has led others to 
send gifts to the Hospital each year for 
the same purpose. 


The Lake Memorial Library Fund 
consists of the donor’s entire estate, the 
income from which is used to purchase 
books for Jackson’s junior and senior 
high school libraries. Each year the 
schools submit to the trust company a 
list of their needs and then the trustee 
authorizes the purchases. All the Jack- 
son school libraries are known as Lake 
Libraries. 


The third fund — the R. V. Powers 
Foundation — is a trust set up by a 
doctor who settled in Jackson after the 
civil war. The income from his trust is 
used for the benefit of underprivileged 
children and of adults who are in un- 
fortunate circumstances. Expenditures 
include payments for school lunches, 
clothing, fuel and light. The trust com- 
pany acts as trustee and payments are 
supervised by various community 
agencies. 
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PROFESSIONAL INVESTORS 


Sidelights ... Trade Winds . 






STIMULANT FOR STOCKS? 


The new tax bill recently passed by 
Congress will result in tax reductions 
for millions of individuals. It should 
also greatly stimulate business capital 
investment and expenditures for re- 
search and development. The two pro- 
visions that chiefly concern the invest- 
ment market relate to deductions for 
dividends and to faster depreciation 
writeoffs. 


The most controversial part of the 
bill as introduced lay in relief from 
double taxation of dividend earnings. 
President Eisenhower called it the “cor- 
nerstone” of his program but its final 
form is a greatly watered version of the 
original. The latter proposed for the 
first year a $50 exemption on dividends 
and a deduction of 5% of the remain- 
ing dividend income from the total tax 
bill. In the second year, the exemption 
was to be raised to $100 plus a 10% 
deduction and, after the second year, 
a $100 exemption plus a 15% deduction. 
In the final version these amounts were 
cut to a $50 exemption and a 4% credit. 


This provision will, of course, mostly 
benefit the smaller investor. The investor 
in a 25% tax bracket who receives $500 
in dividends will be allowed to deduct 
$50 from his gross income and, after 
adding the remaining $450 to gross in- 
come and figuring out his tax, he can 
deduct $18 from his total tax bill. 
Adding the 25% tax en the $50 exemp- 
tion gives the taxpayer a total saving of 
$30.50. This amount appears small, but 
it will save seven million stockholders 
a total of $362 million annually when 
fully effective. 


Just how much effect this emasculated 
dividend relief provision will have on 
the demand for income stocks is con- 
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jectural. In Canada, where a 20% de- 
duction is allowed, it has. resulted in a 
steady demand for income type stocks 
and Canadian investment issues sell at 
lower yields than comparable American 
issues. For example, Bell Telephone of 
Canada sells on a 4.4% yield basis as 
compared with 5.2% on American 


Telephone & Telegraph. 


The small retired investor seeking in- 
come will be the main beneficiary of this 
new tax legislation so it would appear 
that defensive type income issues would 
be the first to reflect increased demand 
for common stocks. Perhaps the main 
effect of the new tax provision will be 
psychological. It indicates that for the 
first time in over twenty years the Ad- 
ministration is attempting to create a 
more favorable background for invest- 
ment and business expansion. It is en- 
tirely possible that additional legisla- 
tion will be enacted in future years to 
further this objective. 

Epmunp W. TABELL, 
WALSTON & CO. 
A A A 


WANTED — INVESTMENT COURAGE 


Current market letters and financial 
advices are largely in agreement that 
there is no reason to expect the cur- 
rent bull market to end at these levels. 
They point out that the speculative ex- 
cesses which have preceded the demises 
of other bull markets are absent. Al- 
though my forecast of the present phase 
of the market is fortunately a matter 
of public record (Time Magazine), and 
although my own and my clients’ funds 
are still largely committed to further 
advances, the complacency of this rea- 
soning is commencing to disturb me 
and I think managers of investment 
funds should mentally speculate as to 
what conditions could cause a very sub- 
stantial decline without a down-turn in 
the economy, which now seems unlikely, 
or an outburst of real public specula- 
tion, which should serve to warn older 
hands of trouble ahead. 

It has, of course, been obvious that in 
recent months buying by professional 
investors has been the dominant market 
factor. Your complacent holder of Gen- 
eral Electric has certainly out-foxed the 
professional “special situation” man. 
Although there are at this moment signs 
that the market is broadening to include 
secondary issues, similar manifestations 
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in the past have failed to carry through 
and the gap between the so-called “So- 
cial Register” stocks and the sound little 
“red chips” has widened. One profes- 
sional speculator of my acquaintance 
is now busy studying “blue chips” that 
have not moved much, hoping to be 
able to pick the next one that will find 
favor with the managers of pension and 
other trusts. 

There is obviously some limit beyond 
which purchases of a stock like General 
Electric cannot be justified — what this 
limit may be, measured by forecastable 
earnings and yield, is not within the 
scope of this inquiry. One way to pre- 
vent that limit from becoming exceeded 
would be the gradual broadening of the 
types of stocks and industries acceptable 
to fund managers. I am aware of the 
traditional concepts of investment that 
make such a change unlikely, although 
the new attitude toward common stocks 
and the plain realities of comparative 
values may bring it about. Should that 
happen, I think the market will stay 
healthy as long as interest is low and 
production high, two goals that our new 
roles of Government seem to make pos- 
sible, unpalatable as some of the means 
that may have to be resorted to may 
seem at some future date. 


Failing some such broadening of the 
vehicles of common stock investment, 
it would seem logical that the great 
pressure of funds available for dedica- 
tion to common stocks will continue to 
force a small group of stocks higher and 
higher, and the end of the market will 
be marked (by its future historians 
rather than its present participants) by 
a real buying stampede, caused not as 
in the past by a greedy public, but by 
professional investors of the highest 
calibre. Granting that there is a theor- 
etical limit to the price of our example, 
General Electric, it is easy to concede 
that such a limit will be attained. And 
granting that, it is easy to concede that 
it will be passed, for excess is the nature 
of the market place. 


At such a time of excess, the wiser 
funds would start selling. Although 
much is heard of dollar averaging, and 
a constant ratio of common stocks, it is 
my belief that major selling of the good 
stocks would see wholesale cancellation 
of bids, real or intended, and a stampede 
on the downside as excessive as it was 
on the upside. 
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TATES 


This is by no means a prediction of 
things to come; I have tried to think 
of various conditions under which the 
good market could become a bad mar- 
ket. This particular condition can never 
arise if professional management sheds 
some of the orthodox concepts and re- 
sorts to an intelligent, fluid approach 
toward values and is brave enough to 
cease hiding behind big names and 
great size. 


WaAsHINGTON Dopce, 
CADY, ROBERTS & CO. 


INFLATION AHEAD? 


The apparently illogical action of the 
stock market since September of last 
year in registering a selective and prac- 
tically uninterrupted rise in the face of 
declining business should be regarded 
as proof of its forecasting validity. This 
opinion is advanced in a talk by Eliot 
Janeway, economist, financial consultant 
and columnist for Newsweek and Christ- 
ian Science Monitor. Instead of giving 
ground with faltering business indices, 
the market has been indicating the com- 
ing of another “defense boom of violent 
inflationary proportions, beginning soon 
and lasting long” and “the danger 
threatening us in no longer that of de- 
pression. 

While much has been made of re- 
duction in defense spending by Admin- 
istration spokesmen, there has been a 
behind-the-scenes reversal of policy as 
realistic appraisal of the world situa- 
tion has shown that there is no substi- 
tute for and matériel. In 
short, atomic weapons and 
push-button tactics alone are inadequate 
to meet the threat of actual combat. 
Evidence is multiplying that steps to in- 
crease procurement are in process. 


manpower 
aircraft. 


Mr. Janeway discounts the cycle theo- 
ty, asserting that business is making a 
transition from one defense inflation 
period to another over the bridge of 
easy money policy, which policy will 
terminate with the rising forces of in- 
lation. 


An additional factor pointing toward 
continuing demand for good stocks lies 
in the strategic labor shortage in this 





DOW JONES AVERAGES 


AuG.2 JULY1 <AvUG.3 

1954 1954 1953 

30 Industrials 349.57 334.12 276.13 
20 Railroads 119.20 112.54 106.10 
15 Utilities 60.40 58.41 49.75 
65 Stocks 130.47 124.59 107.64 


_ 
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country. In the event of war, a sellers’ 
market which would skyrocket wages to 
runaway levels would be averted by the 
immediate imposition of wage curbs 
and price regulations. As an offset to 
such a ceiling, labor would insist upon 
more in the way of future claims to 
cash and security in the form of pen- 
sion and profit-sharing concessions, 
which would result in increased demand 
for dividend stocks. With the incidence 
of another boom, its effects will be felt 
not only in the “war babies” but in 
practically all lines as volume develops. 
The railroads would be particularly 
benefitted as they thrive upon heavy 
traffic density. 


Bank’s Profit Sharing Fund 
Buys Part of New Stock Issue 


In behalf of the bank’s employees, the 
profit-sharing fund of Valley National 
Bank, Phoenix, purchased 29,103 of the 
200,000 common stock shares offered 
in the institution’s $4,400,000 increase 
in capitalization program. Altogether 
there were 2,595 individual subscrip- 
tions for shares, nearly double the 
1,149 subscribers to a comparable issue 
in 1951, and a substantial number were 
new stockholders. E. S. Lee, V.P., ex- 
pressed particular gratification at the 
active interest shown in Eastern finan- 
cial circles, especially by insurance 
companies and pension funds. 


This announcement is neither an offer to sell nor a solicitation of an offer to 
buy any of these Debentures. The offer is made only by the Prospectus. 


$300,000,000 


(of which $75,000,000 are not publicly offered) 


United States Steel Corporation 


SERIAL DEBENTURES 


Dated August 1, 195} 


Due $30,000,000 on each August 1, 1955 to 1964, inclusive 


Interest payable February 1 and August lin New York City 


Interest 
Rates 


1.30% 
1.80 
2.05 
2.25 
2.40 


1955 
1956 
1957 
1958 
1959 


Interest 
Rates 


1960 2.50% 
1961 55 
1962 6 
1963 6: 
1964 6 


Maturities 


Price for all Maturities 100% 


and Accrued Interest 


Copies of the Prospectus may be obtained from only such of the under- 
signed as may legally offer these Debentures in compliance 
with the securities laws of the respective States. 


MORGAN STANLEY & CO. 


DILLON, READ & CO. INC. 


BLYTH & CO., INC. 


GLORE, FORGAN & CO. 


KIDDER, PEABODY & CO. 


MERRILL LYNCH, PIERCE, FENNER & BEANE 


SMITH, BARNEY & CO. 


UNION SECURITIES CORPORATION 


July 29, 1954. 


DREXEL & CO. 


GOLDMAN, SACHS & Co. 


LAZARD FRERES & CO. 





THE FIRST BOSTON CORPORATION KUHN, LOEB&CO. 


EASTMAN, DILLON & CO. 
HARRIMAN RIPLEY & CO. 
Incorporated 

LEHMAN BROTHERS 


SALOMON BROS. & HUTZLER 


STONE & WEBSTER SECURITIES CORPORATION 


WHITE, WELD & CO. 
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ReEsERVE Poticy UNCHANGED 


The reduction in reserve requirements 
announced June 21, the last stage of 
which became effective recently, and 
Treasury cash and refunding operations 
have been dominating the money and 
government market. The Federal Reserve 
authorities have pursued a policy of flex- 
ibility, mopping up unneeded reserves 
from time to time through changes in 
its bill position and bill yields rose from 
about 0.60% to 0.80%. Free reserves 
have been kept at about a $500 million 
to $700 million level but at times have 
been above this figure. Maldistribution 
of reserves and other factors have re- 
sulted in some money market tightness 
on occasion. 


Treasury policy has been to shun fi- 
nancing through longer-term issues in 
order not to impede the flow of funds to 
those segments of the economy bolster- 
ing business. In using a Tax Anticipa- 
tion Certificate due March 22 for cash, 
the Treasury is reported, however, to 
have considered more the need for short 
investment media by corporations ac- 
cruing funds for future tax liabilities. 
The rate of 1‘7 was liberal for two rea- 
sons — to attract non-bank funds and 
to compensate for the fact that they 
could not be paid for entirely through 
credit to Treasury Tax and Loan Ac- 
count due to the magnitude of August 2 
cash transactions swelled by repayment 
of Commodity Credit participation cer- 
tificates and notes. Furthermore, Tax 
Anticipation Certificates have carried no 
“rights value.” The allotment of $1.7 
billion of the $3.7 billion to non-bank 
investors indicates the Treasury attained 
its purposes. 


That the Treasury has not given up 
its desire to lengthen maturities was evi- 
dent from the preliminary and final an- 
nouncements with respect to its August 
and September certificate refinancing. 
By setting a liberal rate on the one year 
certificates — 144°% — it should pre- 
vent an unsatisfactory secondary market 
existing on the 244s due November 15, 
1960 such as developed in. connection 
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with the June refunding when the 1%gs 
due February 15, 1959 were taken on 
a temporary basis by those desiring 
short-terms. On the current financing, 
“rights values” are about even with 
both the 114s and 2s selling at about 
100 12/32. 


The 214s due November 15, 1960 are 
well placed in the government maturity 
calendar and should also prove popular 
for income and for a switching medium. 
While one must recognize that a 6-year 
and 3-months 214% obligation reflects 
the substantial improvement in the mar- 
ket, even since last December when the 
then 5-year 21s due December 15, 
1958 were reopened at par,. market ex- 
posure is not too greatly increased. 


No change in the Federal Reserve 
policy of “active ease” is looked for even 
if business were to show moderate im- 
provement. It would be incongruous for 
the Administration to endeavor to ac- 
celerate placement of government orders 
to improve business and have the Fed- 
eral tighten rates. A policy of flexibility, 
however, can be expected and as busi- 
ness demands increase, rates may firm 
somewhat. This would not necessarily 
reduce availability of credit. 


Predicated on the Treasury’s action 
with respect to the current refunding one 
can certainly expect a lengthening of 
maturities in connection with the re- 
funding of the December 2s. The busi- 
ness pattern and the receptiveness of the 
market will be the determining factors 
in the package. These factors will also 
have a bearing on financing Treasury 
cash needs — probably in October. Cer- 
tainly the media used by the Treasury 
will influence the price movement of the 
intermediate and longer-term sectors of 
the government market ,and must be 
kept in mind in making portfolio moves 
which increase market exposure. 


PENSION FuNps Eve REAL ESTATE 


As employee welfare and pension 
funds grow in size and number, with 
at least two having assets in excess 
of $1 billion each. mortgage bankers 


are exhibiting more activity in selling 
the idea of real estate investment, 
whether through direct ownership, mort- 
gages or leaseback agreements, to this 
comparatively new capital source. Even 
with the construction boom maintaining 
its pace aided by a plentiful supply of 
mortgage money, mortgage bankers are 
eager to enlist the interest of this addi- 
tional source to supplement the tradi- 
tional lenders. 


In the case of self-administered or 
bank-trusteed funds. one of the hurdles 
probably stands in the comparative lack 
of familiarity of company executives 
and investment managers with this spe- 
cialized medium which admittedly re- 
quires training and experience distinct 
from the establishment of a normal in- 
vestment program. However, when the 
marked savings possible over a term are 
weighed, real estate would seem to offer 
distinct possibilities for at least a modest 
portion of the fund. 


Several large leaseback transactions 
have been reported in New York City 
real estate for pension account during 
the last year. Some interesting commit- 
ments have also been made in various 
other localities in the East by labor 
union groups and fraternal organiza- 
tions. George W. Warnecke, a specialist 
in the national mortgage brokerage field, 
reports broader interest from _ these 
sources as evidenced by number of in 
quiries, but placements have been in 
comparatively minor amounts. 


With low bond yields and the pros- 
pect of continuing easy money, and 
viewing the sharp advances in institv- 
tional-type stocks over the first seven 
months of this year, pension managers 
may now cast a more inquisitive eye 
toward real estate potentials, particu: 
larly bearing in mind that a one-per cent 
increase in income may reduce the esti- 
mated cost of a pension plan by as much 
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as 15%. 


Mrxep Prorit PicTURE 


Elimination of the Excess Profits Tax 
and the Federal Reserve Board’s policy 
of active money ease have thus far had 
the desired effects of assisting business. 
The ready availability of loanable funds 
has permitted consumers to buy dur 
ables in totals which, while down from 
‘a year ago, are certainly larger than 
would otherwise have been the case. 
This plus volume has been a welcome 
prop to manufacturers of these items i 
maintaining production at a level where 
first half of 1954 profits, ex EPT, could 


make a more favorable comparison with 
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1953 than many observers thought pos- 
sible. 


A compilation of corporation earn- 
ings for the second quarter by The Wall 
Street Journal shows that 56 industrials 
had sales of $8.3 billion, down 7.2%, 
with pre-tax earnings down 19.6%. Net 
after taxes, however, was $577 million, 
an increase of 14.3%, thanks to the 
demise of EPT. In the overall earnings 
shown by 428 industrials, utilities and 
railroads as calculated by the same 
source, the range of results was wide, 
from the top-ranking aircraft group 
with plus 80% to the lowly coal pro- 
ducers and rails, minus 749% and 48%, 
respectively. Other groups on the plus 
side were the motors, foods, papers, en- 
tertainment and tools and machinery. 
Printing and publishing, a smaller cate- 
gory, showed a‘48% bulge and even the 
tobacco industry turned in a 6.4% in- 
crease. On the minus side were the tex- 
tiles, retailers, distillers, iron and steels, 
rubbers and railway equipments. While 
the effects of EPT elimination vary wide- 
ly from industry to industry and even 
within the same group, it has undoubt- 
edly been a telling factor in many indus- 
trial income accounts suffering from 
smaller volume and higher operating 
costs. 


The third quarter trend appears to 
be toward a lower operating level in 
both steel and motors. Chairman Grace 
recently stated that Bethlehem, now 
about 7% below the second quarter rate, 
should turn in the poorest quarter of 
this year. The overall industry rate, now 
a shade under 65°, also indicates a 
lower earnings level. The two leading 
motor makers have been pushing pro- 
duction hard during the first half and, 
with 1955 model changes in the offing, it 
is a foregone conclusion that produc- 
tion rates will decline in this quarter. 
Oils are taking steps to reduce an un- 
favorable inventory situation in both 
crude and finished products and even 
at the heighth of the motoring season 
price softness in gasoline is evident in 
some areas. Probably the conservative 
view would settle for a generally less 
favorable comparison with the corre- 
sponding 1953 quarter than in the 
period just past. 


SELLOUT 


The investing public literally gobbled 
up the first United States Steel Corpora- 
tion financing since 1940 when Morgan 
Stanley & Co. offered $225 million in 
l-to-10 year debentures on July 29th. 
The yields were scaled from 1.30% for 
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one year maturity to 2.65% for the long- 
est, due August 1, 1964, and all were 
priced at par. Proceeds were to be used 
to reimburse the corporation in part for 
modernization and expansion expendi- 
tures which have totaled $2.2 billion 
since 1945, 


Trustee buying in substantial amounts 
was reported both for individual and 
pension fund accounts but life compan- 
ies had only a limited interest because 
of the reduced yield and ten-year ma- 
turity. A reserved portion of $75 million 
was sold to the United States Steel and 
Carnegie Pension Fund at the net under- 
writers’ cost of 99.45 and, if this block 


Government 


Municipal 


Railroad 


had been included in the public offer- 
ing, the total of $300 million would 
have matched the same group’s General 
Motors record corporate financing of 
last December. 


A ask 
Record Dividends 


For the twelfth consecutive year, first 
half dividend payments on New York 
Stock Exchange listed-common stocks 
set a record with a total of $2,966 mil- 
lion, up 7.5% from the 1953 period. Of 
the 1,070 common stocks listed, 924, 
or 87%, paid one or more cash divi- 
dends during the six months. 


Public Utility and 
Industrial Bonds 


Equipment Trust 


Certificates 


Investment 
Stocks 


Knowledge, Experience, Facilities for Investors 


R. W. Pressprich & Co. 


Members New York Stock Exchange 
48 Wall Street, New York 5, N. Y. 


BosToN 





PHILADELPHIA 


701 





MOODY’S INVESTORS YIELD TABLES 


Prepared monthly for TRUSTS AND ESTATES by Moody’s Investors Service 


YIELDS oF 
CORPORATE BONDS 
BY RATINGS 


PRICES,DIVIDENDS, 
AND YIELDS 
125 INDUSTRIAL STOCKS 


YIELDS OF 
TAXABLE TREASURIES 
BY MATURITY GROUPS 


100 PRICES AND DIVIDENDS 


IN PERCENT 
($ PER SHARE ) 


IN PERCENT 


PRICES 











3.00 
22s, OF 9/15/72-67 
| a ee 
3.25 Cog 40 
DIVIDENDS 
alla 
34s, OF 6/15/83-78 parca i'd 
1951 1952 1953 1951 1952 
July June July 
1954 1954 1953 1954 1951-53 1946-50 1941-45 1931-40 1919-1930 
—— End of Month — (= —————________——_Range for Period—— 
1. U.S. Government Bond Yields 
3-Year Taxable Treas. _..-.-.--. 1.44 1.43 2.52 1.98-1.35 2.80-1.68  1.68-0.90 1.32-1.07 (a) (a) (a) 
5-Year wy e oammamnamc Ff 1.85 1.80 2.65 2.16-1.75 3.00-1.76 1,.87-1.06 1.70-1.24 (a) (a) (a) 
10-Year = o er /// 2.36 2.39 2.85 2.43-2.33 3.16-1.95 2.10-1.38 2.10-1.49 (a) (a) (a) 
0 ee a 2.45 2.50 3.00 2.71-2.45 8.16-2.21 2.43-1.96 2.48-2.03 (a) (a) (a) 
Ve TD tee & 2.45 2.50 2.96 2.72-2.45 $.31-2.44  2.48-2.08 2.50-2.37 (a) (a) (a) 
0 fo eS 2.60 2.67 3.24 2.91-2.60 (b) (b) (b) (b) (b) 
2 Corporate Bond Yields 
Aaa Rated Long Term —_-______ % 2.87 2.90 3.23 3.11-2.85 3.44-2.65 2.91-2.45 2.88-2.59 5.75-2.70 6.38-4.42 
Aa - ” ae G 3.04 3.05 3.38 3.27-2.99 8.52-2.70  2.98-2.63 3.06-2.66 7.03-2.90 6.84-4.59 
A ” ” ” ee ein lS tae 3.16 3.18 3.57 3.39-3.14 3.69-2.87 3.28-2.67 3.39-2.78 9.23-3.35 7.71-4.91 
Be " ”* * __ 9 $50 848 3884 8.74-8.46 8.90-3.15  3.57-2.93 4.47-3.06 12.96-4.42 8.56-5.32 
8 Tax Exempt Bond Yields 
Aaa Rated Long Term —.._-_--_-_-—-_ 7 1.92 2.10 2.52 2.21-1.92 2.78-1.28  1.98-0.90 1.84-0.93 2.81-1.56 (b) (c) 
Aa “4 — oe A 2.04 2.24 2.75 2.382-2.04 2.96-1.87  2.21-1.04 2.11-1.21 3.02-1.78 (b) (c) 
A 4 - ee 2.39 2.60 3.14 2.83-2.39 3.84-1.72  2.64-1.28 2.49-1.49 8.29-2.11 (b) (c) 
Baa ys sy wae = % 2.93 3.14 3.56 3.82-2.93 3.79-1.98 3.05-1.67 2.94-1.80 3.71-2.60(b) (c) 
4. Preferred Stock Yields 
Industrials—High Dividend Series 
High Grade ..__.__.. & 3.90 3.91 4.12 3.94-38.88 4.24-3.80  4.09-3.28 4.37-3.55 6.54-3.83 6.79-4.75 
pee Gee... F 4.72 4.80 5.18 4.96-4.72 5.28-4.68 5.08-4.14 5.94-4.33 12.73-4.91 8.05-5.61 
Industrials—Low Dividend Series 
High Grade —_..___ —~_ % 3.72 3.73 3.91 3.82-3.67 4.02-3.45  3.92-8.27(d) (d) (d) (a) 
Medium Grade ........._-_. 4.11 4.18 4.31 4.27-4.05 4.39-3.80  4.20-8.52(d) (d) (d) (d) 
Utilities—Low Dividend Series 
High Grade _. My 8.97 4.00 4.31 4.14-8.89 4.45-3.77  4.24-8.40(d) (d) (d) (d) 
Medium Grade % 4.25 4.29 4.70 4.51-4.25 4.87-4.19 4.65-3.69 (d) (d) (d) (d) 
&. Common Stocks 
125 Industrials—Prices (f) ~~. $98.49 94.34 76.24 98.49-77.81 80.89-64.91 64.46-43.20 49.30-22.69 49.10-10.56 78,06-34.81 (e) 
125 Industrials—Dividends (f) ~ $ 4.47 4.47 4.15 4.47- 4.27 4.55-4.18  4.44-1.76 1.94-1.52 2.05-0.72 2.53-2.16 (e) 
125 Industrials—Yields % _..._.... % 4.54 4.74 5.44 5.49- 4.54 6.84-5.14 7.29-8.20 7.71-8.56 10.13-2.59 6.21-3.19 (e) 
(a)—U. S. Govt. Bond Yield Averages in this series date from Jan. 5, 1948. (d)—Low Dividend Preferred Yield Averages in this series date from 
(b)—U. S. Govt. Bond Yield Averages in this series date from April 15, 1953. Jan. 2, 1946. 
(c)—Tax Exempt Yield Averages in this series date from Dec. 1, 1936. (e)—125 Industrials Averages date from Jan. 1, 1929. 


(f)—Dollars per share. 
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HE PORTLAND CEMENT INDUSTRY IN 
‘Ta United States has experienced 
its real development only within the 
last 50 years. After a dismal record 
during the thirties, occasioned by al- 
most chronic over-capacity, the industry 
today seems strongly situated and the 
promise of future growth is bright. 
Several banner years of near capacity 
shipments and fine earnings have given 
cement equities a new aura of respecta- 
bility, but they are quite conspicuous 
by their absence from most “approved 
lists.” As the consequence of a splendid 
market performance in the last few 
years, these stocks are no longer dras- 
tically undervalued. The bright future 
prospects for the industry, however, 
would seem to warrant more considera- 
tion by professional investors of the 
opportunities offered by cement securi- 
ties. 


History and Development 


The ancient Egyptians used a mortar 
of lime and gypsum 5,000 years ago 
in constructing such structures as the 
Great Pyramid of Giza. The Romans de- 
veloped a cement that would harden 
under water by mixing lime and vol- 
canic ash from Mount Vesuvius. Among 
the works constructed with hydraulic 
cement are the Baths of Caracalla, the 
Great Aqueduct, the foundations of the 
Pantheon, and the ramps and seats of 
the Coliseum. 


During the Middle Ages, the art of 
making hydraulic cement was lost and 
it was not re-discovered until 1756. In 
that year, John Smeaton, a British engi- 
neer, discovered that lime made from 
limestone containing a _ considerable 
amount of clay would harden under 
water. With this knowledge, he suc- 
cessfully rebuilt the Eddystone light- 
house. Portland cement was patented 
by Joseph Aspden, a bricklayer, of 
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Painting by Marshall Johnson in collection of State Street Trust Co., Boston 





Leeds, England, in 1824. He mixed 
pulverized limestone and clay and cal- 
cined the mixture in a furnace until 
a clinker was formed which was then 
ground into finished cement. Aspden 
called his product “portland” cement 
because its color resembled the stone 
from the quarries of the Isle of Portland 
off the south coast of England. Portland 
cement did not find ready acceptance 
at first, however, because of widespread 
use of natural cement both in Europe 
and the United States. Natural cement 
producers used materials found in na- 
ture without any artificial mixing or 
blending of limestone and clay. Since 
natural cement was not a consistently 
high quality product, but varied widely, 
portland cement in time replaced it. 


How Portland Cement is Made 


The manufacture of portland cement 
entails some eighty separate operations, 
which require the use of some of the 
largest machinery and equipment em- 
ployed by any industry. Some of the 
1,000 ton kilns would tower above a 
40-story building if turned on end. The 
capital investment per worker is among 
the highest of all industries. For ex- 
ample, the investment per employee by 
Lehigh Portland Cement Co. amounted 
to $28,611 at the end of 1953 and is 
undoubtedly higher now. 


The first step is the quarrying or 
dredging of the raw materials. In the 
crushers, ton-size rocks are reduced to 
pieces about one inch in diameter. In 
the next stage, two methods are used. 


The author is a Senior Industrial Analyst 
with the New York Stock Exchange firm 
of E. F. Hutton & Co. His previous asso- 
ciation was with the Investment Department 
of City Bank Farmers Trust Co. He ma- 
jored in Economics at Princeton University 
and did graduate work in Investments and 
Banking. 
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In the “dry process,” the materials are 
ground to a fine powder in steel tubes 
partially filled with steel balls. In the 
“wet process,” the materials are ground 
with water to form a slurry. The slurry 
or dry powder then passes into huge 
rotary kins and heated at 2,700 degrees 
Fahrenheit, which causes certain gases 
to be given off and the remaining ele- 
ments to be fused into a clinker. The 
clinkers are cooled, after mixing with a 
small amount of gypsum, which controls 
the setting time, and then ground to a 
fine powder and stored in large concrete 
silos pending shipment in bags or bulk. 


It has been calculated that about 653 
pounds of raw materials on average are 
reduced to one 376 pound barrel or four 
bags of portland cement. Loss of weight 
is caused by calcination in which moist- 
ure, carbon dioxide and other gases are 
driven off in the kilns. Fuel require- 
ments represent a large cost item, in- 
dustry figures for 1951 estimating 114.6 
pounds of coal, 8.66 gallons of oil, or 
1,437 cubic feet of natural gas to pro- 
duce one barrel. 


Checkered Career 


After the 1850’s, the portland cement 
industry expanded rapidly in Europe, 
but lagged in the United States. Con- 
struction of a system of canals in the 
early 19th century had fostered the 
natural cement industry here. A marked 
preference for foreign portland cements 
followed when it was realized how much 
stronger and more durable they were 
than natural cements. It was not until 
1896 that domestic portland cement pro- 
duction exceeded imports and not until 
1900 that it exceeded natural cement. 


The development of the rotary kiln 
in 1889 which required less labor than 
the older upright stationary kilns and 
the standardization of the product in 
1904 seem to mark the emergence of the 
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portland cement industry as one of our 
basic industries. Rotary kiln economies 
enabled producers to reduce the price 
from $3 a barrel in 1880 to as low as 
$1 a barrel by 1901. Demand was 
spurred not only by the lower price 
but also by the development of rein- 
forced concrete construction for large 
buildings, the vast expansion of the 
highway system occasioned by the phe- 
nomenal growth of the automobile, and 
the construction of dams and other 
public works. 

Today, the United States produces 
and uses about 29% of total world 
output, nearly 314 times as much as 
any other country. About 80 companies 
operate 157 plants in 37 states and 
Puerto Rico with an estimated annual 
productive capacity of 283 million bar- 
rels. Nearly 261 million barrels were 
shipped by the industry last year with 
a total value of $698 million. 


Demand for Cement to Continue 
High 

Concrete has over a thousand known 
uses in construction. Based on Depart- 
ment of Commerce statistics, consump- 
tion of portland cement may be classi- 
fied as follows: 22.5°¢ non-residential 
building, 15% highways, 13.6% _resi- 
dential building (excluding farm dwell- 
ings), 10.1% public utilities and rail- 
roads, 9.7% military and naval installa- 
tions, 7.6% conservation and develop- 
ment, 4.7% farm buildings, 3.9% sewer 
and water systems, 1.7% all other new 
construction and 11.1% maintenance 
and repair. 


In recent years, new uses for cement 
have been developed such as cementing 
oil wells, pressure grouting to stabilize 
railway and highway subgrades, and 
soil cement for low-cost pavement in 
less congested traffic areas. Concrete is 
finding increased useage on farms for 
silos, barnyard pavements, milk houses 
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and barns. Concrete 
blocks for masonry 
construction, 
crete pipe, precast 
concrete structural 
members, and _ as- 
bestos cement siding 
and shingles are 
other products which 


con- 


are broadening the 
market for cement. 
Indeed cement use- 
age is increasing 
more rapidly than 
most building mate- 


rials. 


Since 1939 shipments have increased 
113% while the physical volume of new 
construction has risen only about 70%, 
indicating greater use per unit of con- 
struction. Using 1939 as a base year, 
cement consumption increased 86% by 
1950, while brick usage was up only 
53%, structural steel 58%, and lumber 
50%. Part of cement’s competitive gains 
can be explained by its price advantage 
over other building materials. From 
1939 to 1950, it advanced 54%, struc- 
tural steel 70%. brick about doubled, 
and lumber prices almost quadrupled. 
Since 1950 cement has risen in price 
about as much as other building mate- 
rials but it still is relatively one of the 
cheapest, considering the relatively low 
labor costs involved in its use. 

The construction industry continues 
to boom, thereby confounding the skep- 
tics and providing one of the strongest 
props for the economy. Government ex- 
perts recently forecast that construction 
will set a new record of $36 billion this 
year, 2% above last year’s peak of 
$35.3 billion. One of the strongest seg- 
ments is new home building with new 
starts running at an annual rate of 1.2 
million units, second only to the 1950 
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Photo from Georg 


Auditorium at Massachusetts Institute of Technology. The shell 

dome of thin concrete, supported at three points, is an outstand- 

ing example of a type of construction which has received general 
recognition in the United States since World Wor II. 


record of 1.4 million units. While great 
stress has been laid on the decline in 
family formations as a result of the low 
birth rate in the ’30s, this influence 
seems to have been balanced by the mass 
exodus from the cities to the suburbs, 
the trend toward larger families, and 
the desire for improved housing facili- 
ties. As a result, new housing starts have 
totaled more than one million units 
every year since 1949. The importance 
of home building to the cement indus- 
try is apparent when it is realized that 
an average house requires about 40 
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barrels: The availability of mortgage 
funds through the Administration’s easy 
money policy and the liberal terms of 
the Housing Act of 1954 promise to 
keep housing booming for some time. 
As we enter the ’60s, the large number 
of children born during the 40s will 
be approaching marriageable age and 
a further surge in housing demand can 
confidently be expected. 


In addition to home building, the 
cement industry will benefit from ihe 
promise of industrial construction to 
remain at a high level. There are also 
large unfilled backlogs of demand for 
offices, and other commercial! 
bu'ldings. Finally, electric and gas utili- 
ties, water and sewer systems, school, 
hospital and church facilities, must be 
expanded to catch up with the needs of 
our growing population. 


stores, 


Highway Construction Ahead 


One of the most favorable factors is 
the outlook for a roadbuilding boom, 
for highways are the second largest 
market for cement. President Eisen- 
hower has stated: “Next to the manufac- 
ture of the most modern implements of 
war as a guarantee of peace through 
strength, a network of modern roads is 
as necessary to defense as it is to our 
national economy and personal safety.” 
The country’s 3.3 
and streets fell into a serious state of 
disrepair during World War II. Despite 
the expenditure of over $17 billion on 
new roads in the post-war period, our 
highway system is still tragically obso- 
lete and inadequate. 


million miles of roads 





The number of motor vehicles on the 
roads today totals about 58 million, up 
from 30.6 million in the pre-war year 
1939. This represents an increase of 
nearly 90°, but the number of miles 
traveled has exceeded this, rising from 
285.4 billion vehicle miles in 1939 to 
550 billion in 1953 or nearly 93%. Last 
year, total highway expenditures hit a 
new record of $5.4 billion, yet in terms 
of constant dollars, highway expendi- 
tures are only about 5% higher than 
they were in 1939 when traffic was near- 
ly 50% lower. To make matters worse, 
the number of vehicles is expected to 
increase by a third in the next 15 years. 


To break this traffic jam, President 
Eisenhower recently proposed a $50 
billion highway program for the next 
ten years. This $5 billion a year would 
be in addition to current normal ex- 
penditures. This year capital outlays 
may total $3.7 billion and maintenance 
will add another $1.7 billion. Therefore, 
the new program could imply a total 
annual expenditure of over $10 billion. 
This would seem infeasible in terms of 
men and materials. Financing this pro- 
gram is another problem, for most state 
highway budgets are strained now, de- 
spite a doubling of Federal aid funds. 
Yet it is apparent that the administra- 
tion is determined to get a lot of roads 
built if a program can be worked out 
with the states. 


Toll Roads Expanding 


The President pointed to tolls as one 
possible means of financing. Toll roads 
are spectacular and have captured the 
public’s imagination. In the last 20 


Photo from Eggers & Higgins, Architects 


Prestressed concrete girders used in construction of dining and assembly hall at Man- 
hattanville College. Hydraulic jack stresses cables to proper elongation, increasing strength 
of girder, reducing steel requirements. 
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years, 17 toll roads totaling 747 miles 
have been built in 10 states at a cost 
of $654 million. Eight new ones totaling 
1,000 miles are under construction 
which will cost $1.5 billion dollars and 
numerous others have been authorized 
or are in the planning stage. The larg. 
est, the New York State Thruway, will 
cost $880 million by the time its 562 
miles are completed. It will consume 
seven million barrels of cement—indi- 
cating how important toll roads are to 
the cement industry. 


But toll roads are not capable of 
solving the highway problem, being 
effective only in certain areas of heavy 
traffic. The President also suggested that 
a program be studied by which the Fed- 
eral Government might advance funds 
or guarantee the obligations of the 
states or localities which undertake to 
construct new or modernize existing 
highways. A large amount of work re- 
mains to be done to bring our high- 
ways up to date and concrete will be 
needed to do the job properly. While 
usually more expensive initially, for 
heavy traffic loads it may even have a 
lower first cost. Average maintenance 
varies from 29.1 to 61.5% less than 
other pavements. 


Supply May Remain Tight 


Following World War I, capacity of 
the industry expanded rapidly to meet 
demands, from 100 million barrels in 
1920 to 176 million in 1928. But ca- 
pacity more than kept pace as the in- 
dustry was operating at only 72.3% of 
capacity in 1928. During the Great De- 
pression, construction plummeted until 
by 1933 it was less than one-fourth of 
the 1926-27 average. Cement production 
dropped nearly as precipitously to 63.5 
million barrels in 1933, only 23% of 
capacity and in 1937 was only 45.5% 
of capacity, in part aggravated by for- 
eign imports. Gradually, less efficient 
producers retired old plants until by 
1940 estimated capacity had been re- 
duced about 10°%. Some new plants 
have since been constructed but it was 
not until 1951 that capacity exceeded the 
1932 level. Currently. the theoretical 
capacity is 283 million barrels com- 
pared to the previous 270.4 million bar- 
rels high in 1932. In contrast to earlier 
experience, production has been nearly 
90% of actual capacity for the last four 
years, due to repairs. seasonal fluctua- 
tions in demand and lack of storage 
facilities. Consequently, the industry 
has been enjoying lush profits during 
the post-World War II period. 
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Overcapacity Unlikely 


If cement equities are to maintain 
their newly found respectability, the 
errors of the past must be avoided. It 
seems quite likely that the danger of 
overcapacity is much less serious than 
the danger of too little production. The 
bright demand prospects have already 
been outlined. What are the supply pros- 
pects ? 

Cement manufacture requires a 
heavy fixed Investment in plant and 
equipment. While prices have advanced 
from an average of $1.70 a barrel at 
the mill in 1946 to about $2.80 today, 
the cost of plant construction has risen 
much more. Most of capacity con- 
structed until recently averaged $2-$4 
per barrel. Much of this has been com- 
pletely depreciated but the technology 
of cement manufacture has not advanced 
too greatly, so these mills can operate 
fairly efficiently if properly maintained. 
Furthermore, if a mill has sufficient 
grinding and storage capacity, new kilns 
can be added at a cost of about $4 a 
barrel. Naturally, there are limits to 
additions in this manner. A completely 
new plant is an entirely different prop- 
osition, however, and this is the factor 
that lays the ghost of overcapacity to 
rest. 


In 1952, Lehigh Portland Cement Co. 
constructed a plant at Bunnell, Florida, 
to make cement from coquina shells. 
The mill has an annual capacity of 1.4 
million barrels and cost almost $15 
million, or nearly $11 a barrel. Today, 
anew plant would probably cost $12-$14 
a barrel. The price of cement will have 
to rise considerably to induce the con- 
struction of too much capacity at such 
prices. Since only the financially strong- 
est concerns are capable of undertaking 
a considerable increase in production 
facilities, expansion is not likely to be 
irresponsible, 


Selecting Cement Investments 


While a discussion of the individual 
merits of each cement security cannot 
be made here, some general observations 
may be helpful. The quality of cement 
is standardized; it is a homogeneous 
product so no maker has any competi- 
tive advantage except on the basis of 
price and service. Deposits of the prin- 
cipal raw materials, limestone and clay 
or shale are fairly well scattered geo- 
graphically. But cement is a heavy com- 
modity and it is normally not profitable 
to ship more than 200 to 250 miles from 
a mill. A marketing area is further lim- 
ited by competitive factors. This com- 
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Photo from Portland Cement Association 


Modern cement kiln . . . rotary, heated to 

about 2700 degrees Fahrenheit, and usually 

installed in batteries. They burn the raw 
material into Portland Cement clinker. 


plication arose in 1948 when the Su- 
preme Court outlawed the so-called 
multiple basing point system. Under this 
method of pricing, a more distant con- 
cern met a competitor’s price by absorb- 
ing part of the freight charge. Since 
1948, the industry has quoted mill 
prices plus exact freight. This has tended 
to shrink the market and Balkanize the 
industry further. Lately freight absorp- 
tion has been resumed on an individual 
competitive basis. The best plant loca- 
tions, other things being equal, are there- 
fore near large population centers. A 


big public works project may prove a 
windfall for a one plant concern, but 
more satisfactory long-term earnings 
results have been achieved by the few 
large companies with multiple plant 
locations. The more widespread the 
market, the less erratic earnings tend 
to be. 


For example, Lone Star Cement has 
twelve strategically located plants in the 
United States and six in Latin America. 
The company has had an above average 
earnings record, partly because its for- 
eign earnings were a stabilizing factor 
when domestic sales were poor. Also, 
Lone Star’s plants in the United States 
are located in areas which have shown 
greater than average growth. In this 
connection, it should be noted that the 
West and the South are growing much 
faster than the country as a whole. 
While non-farm employment in the 
U. S. has increased 63% since 1939, it 
has risen over 117% in Florida, 115% 
in California, and 109% in Texas. Gen- 
eral Portland Cement with four plants 
in Texas and one each in Tennessee and 
Florida has far surpassed the industry 
in growth since World War II. While 
General Portland has doubled its ca- 
pacity during this period, the industry 
as a whole has only increased its ca- 


ye PHILADELPHIA NATIONAL BANK has 
outstanding facilities for keeping in close and 
constant touch with business and economic 
trends across the nation and around the world. 


The Philadelphia National — through its 
Trust Department — offers the benefit of 
these unusual facilities to its Investment Man- 
agement and Trust customers. 


These services are available throughout the 
Greater Philadelphia area. 


TRUST DEPARTMENT 


THE 
PHILADELPHIA 
NATIONAL BANK 


Organized 1803 
PHILADELPHIA 1, PA. 
The number one bank in Philadelphia in more ways than one! 
Member Federal Deposit Insurance Corporation 


























pacity about 17%. Perhaps as a result 
of this favorable demand situation, Gen- 
eral Portland enjoys the highest opera- 
ting profit margin of any of the six 
largest companies. The Lehigh Valley 
area which once accounted for 70% 
of U. S. output, now produces less than 
15% and is one of the most competitive. 
This was illustrated by the recent seven 
week strike, which affected six of Le- 
high Portland Cement Company’s east- 
ern plants. This strike crippled one- 
third of the company’s productive ca- 
pacity for two months but earnings be- 
fore taxes were not off proportionately. 
By expanding in other parts of the 
country, Lehigh Portland has about 
matched the growth of the industry in 
the post-war period. Thus, geographical 
growth trends should be one of the 
determining factors in selecting cement 


securities. 
a a 


Invest-In-America 


The National Invest-in-America Com- 
mittee, incorporated in April of this 
year, announced the observance of next 
year’s Invest-in-America Week would 
be held April 25 to May 1, 1955. Inclu- 
sion of May Day as the concluding day 
of Invest-in-America Week was sug- 
gested by members from Los Angeles. 


" Mutual Funds 


CHeceitors MUTUAL, INC. 


An open-end management type mutual 
fund diversifying its investments among 
common stocks, preferred stocks and 
bonds. 


Cfavestors SELECTIVE FUND, INC. 
An open-end management type mutual 
fund diversifying its investments among 
bonds, preferred stocks, and other senior 
securities. 


Ofevastors STOCK FUND, INC. 


An open-end management type mutual 
fund diversifying its investments among 


common stocks and other equity securities. 


fece Aaneet CortiBoate Company _ 


Chevestors 


SYNDICATE OF AMERICA, INC. 
A face amount certificate company issu- 
ing installment certificates having 6, 10, 
15 and 20 year maturity values and 
fully paid face amount investment cer- 
tificates. 

This is not an offer to sell these securi- 
ties. They are subject to the registration 
and prospectus requirements of the Fed- 
eral Securities Act. Information about 
the issuer, the securities and the circum- 
stances of the offering is contained in 
the prospectus which must be given to 
the buyer. 

Prospectuses relating to the shares of 
capital stock or certificates of the above 
companies may be obtained from the 
national distributor and investment man- 
ager at Room 357, Roanoke Bidg., 
Minneapolis 2, Minnesota, 


Investors Diversified Services, INC. 








Alpha Portland Cement Co. plant at Birmingham, Ala., on which a major modernization 
program was recently completed. 


Yale Appoints New 
Investment Officers 


Horace F. Isleib, associate treasurer 
of Yale since 1952, has been named to 
the newly-created position of Investment 
Officer of the University, and Ralph W. 
Halsey, Jr., who was an administrative 
assistant in the University Treasurer’s 
Office has been appointed Assistant In- 
vestment Officer. 


Mr. Isleib, a member of the Yale 
Treasurer’s staff since 1942, will con- 
tinue to serve as Associate Treasurer 
and Assistant Secretary of the Uni- 
versity. As Investment Officer, he will, 
in association with a committee from the 
Yale Corporation, manage the Univers- 
ity’s endowment funds, now in excess of 
$175,000,000 at current market values. 

Before joining the Yale staff in 1942 






Cleveland 
Chicago 


Westminster at Parker, Elizabeth 3, New Jersey 





Fundamental Investors, Inc. 
Diversified Investment Fund, Inc. 
Manhattan Bond Fund, Inc. 


Diversified Growth Stock Fund, Inc. 


PROSPECTUSES AVAILABLE ON THESE MUTUAL FUNDS 
FROM YOUR LOCAL INVESTMENT DEALER, OR 


HUGH W. LONG AND COMPANY 


Los Angeles Incorporated 
San Francisco 


Mr. Isleib was a security analyst for the 
firm of Granberry, Marache and Lord, 
of New York City. Mr. Halsey joined the 
Bankers Trust of New York in 1946, and 
was subsequently appointed Assistant 
Secretary, working with investments. 
From June 1952, until he joined the Yale 
staff, he was with the New York Life 
Insurance Co. as Supervisor of Common 
Stocks. 
A B32 A 


Protecting Stock Certificates 


Practical suggestions for protecting 
stock certificates were contained in the 
1954 annual report of St. Regis Paper 
Co. The seven points related to safe- 
keeping, records, corrections of name, 
avoiding endorsement until necessary, us- 
ing registered mail, notification of change 
of address or loss of certificate or divi- 
dend, and prompt cashing of checks. 
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HENRY ANSBACHER LONG INDEX of MUTUAL FUNDS 


No responsibility is assumed in so far as compliance with the Statement 


Indices are based on fund operation during the period covered and are of Policy is concerned for the employment in whole or in part of the 


not a representation of future results. They should be considered in the index by issuers, underwriters or dealers. Principal indices for July 
light of the individual companies’ investment policies and objectives 31, 1953 appear in the August 1953 issue and current income returns 


ee sal . ‘ based on July 30, 1954 offering prices are available on juest. 
and the characteristics and qualities of the investments of these companies. These will soon be added to a revised short focm index. req 





Reference should be made to the introduc- 1 6 7 16 17 18 19 20 


tory article in July 1949 issue, outlining pur- 12/30/39 t Last 12 mo. Div. %| Prin. Less | 5-Yr. 
poses of publication and considerations in 12/31/35 "2/30/54 a 7/30/54 mtn pee 3 ae 


Principal Principal Invest. Cap. | Distr. (Bid) 


selecting stock and cost-of-living averages, 
periods and in interpretation of data. Principal 





Income % 













ow igh Inc. Distri. 7/30/54 
BALANCED FUNDS 
American Business Shares — ~~ --_ -—- 65.0 %$165.6 7165.3 3.66 —_ 7121.7 3.71 
Axe-Houghton Fund “A” _____ thigarctasinitisienii — 71.4 $227.8 227.8 3.03 3.13 175.5 3.33 
Axe-Houghton Fund “B” _..---_>>>SESEE _ 88.1 $250.9 7250.9 3.64 1.94 7199.4 3.87 
gh 103.1 60.2 +$194.0 7193.5 3.33 1.00 7158.5 3.54 
Commonwealth Investment —.-_-_»_ 106.3 78.5: $2390 239.0 3.67 1.44 200.0 3.88 
Eaton & Howard Balanced —.._-_»»__ oe 114.5 73.6 %210.7 210.7 3.56 1.71 188.4 3.78 
Fully Administered Fund (Group Securities) a 69.4 $155.0 155.0 3.47 0.81 127.4 3.52 
General Investors Trust —.._____ 110.0 65.2 %$149.1 149.1 4.01 3.04 118.6 4.63 
stheil I nce napetacipieasettnncepsieiceeipenthiailios a 78.6  %179.7 179.7 3.94 0.97 150.8 4.11 @ 
Jane eee Beene 52 — — $205.5 205.5 3.58 1.25 190.1 4.11 e 
Nation-wide Securities** —..._»_SE EE 102.6 59.6 %158.7 153.6 4.06 1.49 126.2 4.13 
de el EC — — $186.7 186.7 3.25 — 174.6 3.77 @ 
r the George Putnam Fund >_>» >> SSE — 69.2 %170.6 170.6 3.87 2.42 144.0 3.95 
Lord, Scudder: Stevens & Clark — >_> 97.4 80.9 %t174.1 174.1 3.36 1.63 149.7 3.41 
d the , RA TT SAI 105.2 75.0 %$184.9 184.9 3.50 2.01 145.6 3.70 
, and NO i ean tinlibed _ — $218.1 218.1 3.72 1.30 197.5 3.98 e@ 
stant Wisconsin Investment**® ~ >>> — 65.1 254.5 $254.5 3.46 3.02 7184.9 3.31 





i a | a fe ———_—_| ---—_———> oo LC | 


ents. AVERAGE: BALANCED FUNDS ~~~ 105.6 70.8 191.6 191.5 3.60 1.72 154.3 3.84 


Yale 




































Life STOCK FUNDS 
sna FT gh eT _ 50.2 $220.3 220.1 4.03 1.28 141.8 4.63 
Broad Street Investing Corp. —— ~~ —~___ 109.9 60.1 $242.5 242.5 4.47 1.83 201.7 4.85 
I TN iii iccrsesencsetccisecestsnebiliciehinigpecssensiniigliliaiioiiant 109.8 61.0 %$226.9 226.3 4.02 2.62 185.5 4.41 
I NG ora esilekinnntinicinseteinatnanieenlanitialiis —- 76.1 $185.9 185.9 4.04 2.78 105.1 3.90 
: Diversified Invest. Fd. (Diversified Fd. Inc.) *** — — $174.5 174.5 4.73 0.40 159.8 5.13 e 
oad Dividend Shares == =]. 62.1 $196.0 7196.0 | 3.96 2.61 +161.0 4.28 
cting Eaton & Howard Stock >_>» E>SESS 107.1 62.7 $273.8 273.8 3.32 -- 240.1 3.71 
n the Fidelity Fund sntiiaiintstsnauaneinaiigiciaitaiadaiiiaala — — $264.9 264.9 4.50 1.50 231.7 4.79 @ 
Paper Fundamental Investors _ 105.2 64.8 $285.8 285.8 4.15 0.41 247.0 4.39 
safe- incorporated Investors —____________. 103.6 63.9 $272.2 272.2 3.61 2.02 221.5 4.26 
name, Institutional Foundation Fund _....---_- SS _— — $200.4 200.4 4,29 2.57 154.2 3.91 e 
y, us- Investment Co. of America _.-.____ — 69.0 %$233.7 233.7 3.43 2.41 171.2 3.74 
: TS  enenie wanes ree a 59.8 $130.1 4129.6 2.69 2.69 + 81.5 2.85 
hangs Loomis-Sayles Mutual Fund —— —____ 72.4 74.2 $211.8 4211.3 | 3.16 2.95 143.9 2.81 
divi- Massachusetts Investors Trust _...._..__»»_>S 110.7 59.7 $229.6 229.6 4.31 1.07 214.9 4.69 
cS. Mass. Investors Growth Stk. Fund _....-_--=SS 114.2 57.4 $236.9 236.9 2.71 1.31 194.3 3.17 
Mutua] Investment Fund _....- 129.7 56.1 %180.6 180.6 2.97 1.91 147.9 2.81 
National Investors —_- Poe Kc OR — 60.7 $286.4 286.4 3.14 2.41 227.2 3.67 
National Securities — Income*** _.._»=_=_>_>->E — 66.0 $118.2 118.2 5.71 1.14 99.8 5.77 e 
New England Fundm _ 117.4 61.4 %176.2 +176.2 4.16 2.74 7142.7 4.03 
Selected American Shares _..._-»_»=> SSS 123.8 60.9 $201.7 201.7 3.88 3.01 157.9 4.51 
Sovereign Investors — >_> EEE — 62.5  %$152.6 152.6 4.84 0.60 127.4 4.92 
State Street Investment Corp. —._.__ 92.8 60.7 251.3 245.5 2.92 2.29 165.6 3.13 
Wall Street Investing Corp. —_»»_-_-» => ES — — $263.2 263.2 4.11 _— 254.0 3.93 e 
AVERAGE: STOCK FUNDS __._>_ESESE 108.1 63.2 223.9 223.6 3.75 2.09 176.1 3.94 
















90 STOCK INDEX (Standard & Poor’s) ______ 106.7 59.3 245.2 245.2 — — wi se 
CONSUMERS PRICE INDEX (B.L.S.) ___ ait n99.8 n193.6 — — oe ii bis3 


Base index number of 100 is the offering price on Dec. 30, 1939. 


COL. 6, 7, and 16 arrived at as follows: To the bid prices at the respective COL. 17 represents figure obtained by dividing such dividends accruing over 
dates indicated are added all capital distributions to such date and the re- the annual period ending with the stated date by the average of the twelve 
sultant sum is divided by the 1939 base offering price. month-end offering prices ending on the corresponding date. 


CAPITAL GAIN DISTRIBUTION column (18) represents percentage of 
distribution, if any, from capital gains or any other sources, for the current 
annual period. 


COL. 19 represents the current month-end bid (col. 16 less all capital distri- 
butions) divided by the 1939 base offering price. 


INCOME PERCENTAGE includes only those dividends paid by the com- COMPANIES ORGANIZED AFTER 1939 are given an initial index number 
panies out of income earned from dividends and interest on their portfolio on the date they commence business equal to the average of all those stock 
securities (excluding all capital distributions). or balanced funds in existence at the time. 


n—new revised series adjusted to Dec. 1939 base. +Ex-dividend current month. **Became Balanced Fund in 1945. 

2 —Renaional flexible fund. Mutual Fund of tHigh reached current month. ose included in balanced or stock average. 
Boston acquired through merger July 1, 1954. Principal index begins after 1939 base date. ‘Name changed from Nesbett Fund. 

Correction—June, State Street Col. 17, 2.72; Col. 20, 3.15. 
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1879-1954 DIAMOND JUBILEE OF THE FIRST INCANDESCENT LIGHT 


Oil for Edison's 
Magic Lamp_ 


and for the Power Plants that Light America’s Cities Today! 


SOCONY-VACUUM 


EVENTY-FIVE years ago, when the incan- 
descent lamp was born, Thomas Edison 
relied on a Socony-Vacuum oil to protect the 
generating equipment that provided the elec- 
tricity. Today, to commemorate the diamond 
jubilee of light, Edison’s original equipment 
has been re-activated at the Henry Ford Mu- 
seum and Greenfield Village near Detroit. 
And once again a Socony-Vacuum oil has 
been chosen to protect it. 


There is good reason for this choice. 
Socony-Vacuum lubricants for power plants 
have been the standard of quality for over 75 
years. In fact, more turbines of 5,000 kw and 
over are lubricated by Socony-Vacuum than 
by any other oil company. 

We are proud that, during these past 75 
years, we were able to play a part in bringing 
the magic of Edison’s lamp—and of electricity 
—to people throughout the world. 


SOCONY-VACUUM OIL COMPANY, INC, 


and Affiliates: 


MAGNOLIA PETROLEUM COMPANY ° 


GENERAL PETROLEUM CORPORATION 


TRUSTS AND ESTATES 











HE INCREASED RATE OF POPULATION 
| phar is the reason why many 
investors prefer high-grade growth se- 
curities, upon the basis that growth 
means much higher levels of industrial 
production over the long-term. In gen- 
eral, it has produced current market 
prices for a limited number of “growth” 
securities which, to be justified, would 
require the continuation of the current 
rate of population growth for some 
years into the future. 


Investment analysts who make such a 
projection may be as much in error as 
those who assumed that the lower 
growth rate of the 1930’s would con- 
tinue. The early premise led to the con- 
cept of a mature economy for the United 
States with no real prospects of expan- 
sion. Present-day speculation about fu- 
ture rates is probably equally as danger- 
ous to the stock analyst who does not 
consider how much of the future is 
already discounted in today’s purchase 
price. Fortunately, there are some high 
grade common stocks likely to benefit 
from population growth already realized, 
the current market prices of which are 
not at all-time highs and which seem 
to represent good values. 


More People — Larger Wants 


During the eight years since the end 
of World War II, there has been an esti- 
mated annual average of 3,500,000 
births in this country, with over 4,000,- 
000 probable this year. At the end of 
1954 we will have a population in the 
age bracket 9 years and under of well 
over 30 million children, more than 
8% of the population of the country 
and more than twice the total population 
of Canada. 


The current birth rate is greatly above 
that of pre-war years. In 1937 it was 
17.1, in 1947 25.8 per 1,000. For the 
past several years it has stabilized at 
about 24.5 per 1,000. This greatly in- 
creased baby population presents a tre- 
mendous new market for many indus- 
tries. What is its significance for the 
investment analyst? 
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Vow Sty 05 Nn 
GROWTH SECURITIES 


ROBERT S. DRISCOLL 
Vice President, Affiliated Fund, Inc. 


It means that industries supplying the 
needs of this huge group of youngsters 
can count on a greatly enlarged existing 
market for their products, many of 
which are necessities. It also means that 
as this high wave of the youngest seg- 
ment of the population moves forward 
year by year additional new and larger 
markets will be brought into existence. 
The effects will be heightened by the 
fact that this wave follows the trough 
of low births during the depression 
years. The current age groups between 
15-25 represent this segment which is a 
subnormal proportion of all age groups. 


Plus Market for Consumer Items 


Since the population growth factor 
has been greatly accelerated, industries 
whose outlook has long been adjusted to 
a rate of 17 births per 1,000 are now 
in the fortunate position of enjoying 
better than 24 per 1,000, clearly a dy- 
namic factor for increased sales volume. 
Many companies which have been con- 
sidered “defensive” due to stable earn- 
ings at a lower level of population in- 
crease should no whe reevaluated in re- 
lation to the accelerated birth rate. It 
may seem strange to consider that the 
leading chewing gum manufacturers, 
for example, may possess a dynamic 
growth factor. However, when 1.5 mil- 
lion more potential customers are being 
added each year above the expected 
normal increase, there is ample justifi- 
cation for inputing to them “dynamic” 
growth characteristics. much more fa- 
vorable in this decade than in the decade 
before World War II. The growth may 
not be spectacular but it may well be 
surprisingly large. 

The drug industry is one of the first 
beneficiaries. For each new born child 
it may be calculated that, during the 
period of infancy, the loca Idrug store 
can anticipate some hundreds of sales 
dollars. The demand for antibiotics and 
vitamins is steadily being enlarged. 
While there may be periods of tempo- 
rary over-expansion in certain branches 
of the drug industry such as the anti- 







biotics, it should be but a relatively 
short time before even greater capacity 
will be required. This industry will 
prosper at both ends of the population 
scale, from the higher birth rate and 
also by greater longevity. Older persons, 
as well as younger ones, require greater 
amounts of medication than the inter- 
mediate age groups. 


Food processors and retailers should 
likewise benefit substantially. Greater 
quantities of dairy products are now 
being consumed. Last year over 400 lbs. 
of milk per person were used against 
an averdge of 340 lbs. for the years 
1935-39. Ice cream shows an _ even 
sharper jump to 16.3 lbs. per capita in 
1953 as compared with an average of 
9.4 lbs. in the 1935-39 period. As the 
wave of nine-year-olds and under ma- 
tures, it will raise the consumption of 
basic food stuffs such as meats, canned 
fruits and vegetables. packaged foods 
and other staples. The consumption of 
confections and beverages will also in- 
crease to the benefit of the manufac- 
turers of such products. 

The motion picture industry can real- 
ize larger admissions from the millions 
of youngsters now reaching school age. 
The greatest proportionate attendance at 
motion pictures is by young people, 
65% of attendance being not above 30 
years old. In the 12 to 30 year groups, 
where attendance normally is 55%, 
there presently exists a subnormal popu- 
lation distribution. But time is all that 
is required to remedy this shortage. 
There is considerable evidence that as 
a child approaches the end of his gram- 
mar school stage, he tends to lose inter- 
est in television and wants to assert his 
“independence” by being entertained 
away from home. 


Shoe companies are already experi- 
encing greater demand as a result of the 
enlarged children’s market. In 1940, for 
example, there were 41 million pairs of 
misses’ and children’s shoes and slippers 


| sold while in 1952 there were 71 million 


—a gain of 73%. As children mature 
there will be greater demand for more 
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AMERICAN GAS 
AND ELECTRIC COMPANY 


au 
Common Stock Dividend 


reguler quarterly dividend of 
eA forty-one cents ($.41) per shere on 
the Common capital stock of the Company 
issued and outstanding in the hands of the 
public hes been declared payable Septem- 
ber 10, 1954, to the holders of record at 
the close of business August 9, 1954. , 


W. J. ROSE, Secretary 
July 28, 1954. 


SOCONY—VACUUM 


OIL COMPANY 


INCORPORATED 


Dividend July 


No. 174 27, 1954 


The Board of Directors today 
declared a quarterly dividend of 
50¢ per share on the outstand- 
ing capital stock of this Com- 
pany, payable September 10, 
1954, to stockholders of record 
at the close of business August 
6, 1954. 


W. D. BickHam, Secretary 





llied 


hemical 


Quarterly dividend No. 134 of 
Seventy-five Cents ($.75) per 
share has been declared on 
the Common Stock of Allied 
Chemical & Dye Corporation, 
payable September 10, 1954 
to stockholders of record at 
the close of business August 
13, 1954. 

W. C. KING, Secretary 


July 27, 1954. 





llied 
hemical 


Notice to Security Holders 


Allied Chemical & Dye Corporation 
has made generally available to its 
security holders, in accordance with 
the provisions of Section 11 (a) of the 
Securities Act of 1933, as amended, 
an earnings statement on a consoli- 
dated basis for the twelve-months’ pe- 
riod ended June 30, 1954, such period 
beginning after the effective date of 
the Company’s Registration Statement 
filed on March 11, 1953 with the 
Securities and Exchange Commission 
(SEC File No. 2-10125) relating to 
$200,000,000 Twenty-five year 344% 
Debentures due April 1, 1978. Copies 
of such earnings statement will be 
mailed upon request to the Company’s 
security holders and to other interested 
parties. 


ALLIED CHEMICAL & 
DYE CORPORATION 
61 Broadway 
New York 6, N. Y. 
By W. C. KING, Secretary 
August 2, 1954, 































durable footwear permitting the shoe 
companies a better profit margin. 


In Widening Circles 


There are other industries which, 
while not contributing directly to the 
young consumer, will be importantly 
influenced by their greater number. Con- 
struction of residential housing, schools, 
hospitals and other public facilities is 
or will become acute in many localities 
as the younger portion of the population 
matures. Greater use will be made of 
motor cars as more families acquire a 
second car to meet their needs. Conse- 
quently, more toll roads and greater 
consumption of gasoline may be ex- 
pected. 


Electric light and power companies 
are finding their residential load in- 
creasing through the heavier use of 
electricity resulting partially from the 
24 hour care of children and the exten- 
sive use of appliances. 


The foregoing industries do not ex- 
haust the list of those whose markets 
will expand under the impact of the 
wave of advancing youth. There are 
secondary beneficiaries such as the con- 
tainer industry, since greater quantities 
of bottles and other containers will be 
used to package drugs, food stuffs, bev- 
erages and cosmetics. 


Even though the family income may 
be reduced, the needs of the children 
will be met at the expense of luxury 
items such as vacation trips, expensive 
automobiles, entertainment and house- 
hold improvement, 


Substantial Growth Potential 


From an investment standpoint, the 
relative investment performance of the 
industries mentioned could be outstand- 
ing over the next few years on the 
basis of an enlarged market and also 
because of the relatively attractive prices 
at which such securities are currently 
available. Consumer goods stocks have 
advanced least since the bull market 





started in 1949 as indicated by Standard 
& Poor’s Stock Price Indexes: 


(1935-39100) 
June 30 % 
1949 1954 Increase 


Capital Goods _. 104.3 250.4 140% 
Industrial __. 117.0 247.7 112 
High grades __ 120.5 210.7 175 
Consumer goods. 116.7 194.1 66 
(Inc. Automotive) 


Note that this Index of Consumer 
Goods Stocks includes automotive stocks 
which have done well from 1949 to date. 
The performance of many of the indus- 
try groups mentioned in the text shows 
that they have advanced even less than 
the Consumer Goods group as a whole 
during the past five years: 


(1935-39=100) 


June 30 % 
1949 1954 Increase 

Confectionery —.. 113.1 141.5 25% 
Drees... 225.68... toee |= Se 
yeaa _ 116.7 186.6 60 
Glass containers 93.0 141.4 652 
Motion pictures . 146.3 193.2 32 
ae 109.1 131.4 20 
Soft drinks __... 110.8 112.8 2 


Considering both growth prospects 
and relative price levels, securities in 
these categories seem worthy of close 
attention from the investment analyst 
in the continuing pursuit of real values. 

& & aA 


Three New Canadian 
Domiciled Mutuals Offer Shares 


In the wake of the successful offering 
in June of Scudder Fund of Canada 
Ltd., three additional Canadian domi- 
ciled mutuals are making public distri- 
butions of their shares. Similar to the 
Scudder fund in most respects, these 
new companies presently plan to accum- 
ulate and reinvest all income and profits 
making United States investors subject 
to U. S. capital gains tax only at time 
of sale. The mutuals will pay the Cana- 
dian income tax which at the maximum 
under their set-ups would be 15% of 
gross. While shares will be redeemable 


CITIES SERVICE COMPANY 


Dividend Notice 


The Board of Directors of Cities Service Company has 
declared a quarterly dividend of one dollar ($1.00) per 
share on its $10 par value Common stock, payable Septem- 
ber 7, 1954, to stockholders of record at the close of 


business August 13, 1954. 


ERLE G. CHRISTIAN, Secretary 
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TATES 


at asset value, it is not the present inten- 
tion of these companies to make addi- 
tional stock continuously available as is 
the more: general procedure with mutual 
fund distribution. 


New offerings total about $70,750,000 
Vance, Sanders & Co. are sponsors of 
Canada General Fund (1954) Limited 
with a $32 million offering underwritten 
by Bache and Co. and Paine, Webber, 
Jackson and Curtis. Next in size is the 
$25 million offering of New York Capi- 
tal Fund of Canada Ltd. by Carl M. 
Loeb, Rhoades and Co. The third fund, 
United Funds of Canada Ltd., sponsored 
by the United Funds group of mutuals, 
is being distributed by Glore Forgan 
and Francis I. duPont and Co. 


It is understood that another Cana- 
dian domiciled company, Resources of 
Canada Investment Fund, Ltd., organ- 
ized over four years ago in Montreal 
and under the sponsorship of Savard 
and Hart, will shortly offer fifteen mil- 
lion dollars of stock in this country. 
Keystone Custodian Funds of Boston 
will be interested in this Canadian mu- 
tual. Inter-Canadian Corp., another 
Canadian fund, but closed-end and do- 
miciled in the United States, was re- 
cently underwritten by White, Weld and 
Co. to invest in venture or semi-venture 


situations across the border. 
a. aoe 


MIP Expected to Reduce 
Closed-End Fund Discounts 


The discount at which closed-end 
funds sell below their asset values—a 
topic of ceaseless discussion in invest- 
ment company circles—is expected to be 
somewhat reduced over a moderately 
long period of time due to the buying 
of shares through the Stock Exchange 
Monthly Investment Plan. This seems 
to be the consensus, although purchases 


THE TEXAS COMPANY 
———26th——— 


Consecutive Dividend 


A regular quarterly dividend ot 
seventy-five cents (75¢) per share 
on the Capital Stock of the Com- 
pany has been declared this day, 
payable on September 10, 1954, to 
stockholders of record at the close 
of business on August 6, 1954. 
The stock transfer books will re- 
main open. 

Rosert FisHER 


July 23, 1954 Treasurer 
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under the plan currently represent only 
a minor percentage of the floating sup- 
ply and usual trading volume of most 
closed-end companies For example, at 
the end of June, there were 396 plan 
holders investing in  Tri-Continental 
Corp. Assuming these were all of the 
regular monthly type and the amount 
invested was the average unit investment 
of $75 to $85, with Tri-Continental sell- 
ing at about $22 per share, only about 
1,500 shares would be taken out of the 
market each month. Current volume of 
trading in this issue is well over 100,- 
000 shares monthly, so it would take 
some time for MIP to have an appreci- 
able affect directly on its price. 


From another point of view, use of 
the closed-end companies in conjunction 
with MIP seems a welcome development. 
It provides the diversification and con- 
tinuous supervision over systematic in- 
vestment in stocks heretofore provided 
only by the mutuals. While certain 
closed-end companies have hesitated to 
promote the use of MIP, especially those 
whose shares are selling near asset 
values, others such as the Tri-Continen- 
tal end Carriers and General Corp. have 
made available literature descriptive of 
their shares and detailing results of a 
hypothetical monthly investment over a 
ten-year period beginning with January 
1944. It is interesting to observe that 
due primarily to the leverage involved, 
the end results were considerably better 
than similar investments made in the 
mutual funds supervised by the same 
managements. 


As of the end of June, only Tri-Con- 
tinental and the Lehman Corporation 
were near the top of the list of those 
stocks generally being used in the 
Monthly Investment Plans, the former 
ranking seventh and the latter thirty- 
first. Following is the number of plans 
invested in the closed-end companies as 
of the end of June, with the discount 
from asset value of each fund: 


Number 
of Dis- 
Plans count* 


Tri-Continental Corp. — 396 
Lehman Corp. — 107 
Carriers and General... _—- 63 
General American 

Investors 
General Public Service_ 
Adams Express 
United States & 

Foreign 
FE SO oie 
National Aviation ~~ 
Petroleum Corp. ——-. 5 


*National Association of Investment Companies. 


DDD DW DD DDD VV BVDV BVVWBD DV WD DB VOB VWD VBRBWV VV DW VWVVWSVB BWV VWBW V VW 2VWW‘*I*NVNNWVW*VWVW“**V®W 


A cash dividend of Fifty cents 
(50¢) per share on the outstanding 
capital stock of this Corporation 
has been declared, payable Sept. 1, 
1954 to stockholders of record at 
the close of business Aug. 6, 1954. 


KENNETH H. HANNAN, 
Vice-President and Secretary 


THE FLINTKOTE COMPANY 


A quarterly dividend of $1.00 per 
share has been declared on the 
$4 Cumulative Preferred 
Stock payable September 15, 1954 
to stockholders of record at the 
close of business September 1, 1954. 
A quarterly dividend of $.50 per 
share has been declared on the 
Common Stock payable Septem- 
ber 10, 1954, to stockholders of 
record at the close of business 
August 27, 1954. 
CLIFTON W. GREGG, 
Vice-President and Treasurer 


August 4, 1954 


Southern California 
Edison Company 


DIVIDENDS 


CUMULATIVE PREFERRED STOCK 
4.08% SERIES 
DIVIDEND NO. 18 


CUMULATIVE PREFERRED STOCK 
4.88% SERIES 
DIVIDEND NO. 27 


The Board of Directors has 
authorized the payment of the 
following quarterly dividends: 

254 cents per share on the 
Cumulative Preferred Stock, 
4.08% Series ; 

3014 cents per share on the 
Cumulative Preferred Stock, 
4.887% Series. 

The above dividends are 
payable August 31, 1954, to 
stockholders of record August 
5, 1954. Checks will be mailed 
from the Company's office in 
Los Angeles, August 31, 1954. 


* 


P. C, HALE, Treasurer 


July 16, 1954 
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What’s in Ad Budget? 


An adaptation to the needs of banking 
of the standard Printers’ Ink chart of 
what belongs in the advertising budget 
has been completed by Reed Sass, vice 
president of Fort Worth National Bank, 
and published by the Financial Public 
Relations Association. Items are covered 
in the White List (expenses properly 
chargeable to advertising), the Black 
List (frequently but erroneously charged 
to advertising), or the Gray List (border 
line cases). A supplement to the Gray 
List tells when the items may be ap- 


propriately included under advertising. 
The whole, presented as a report to 
the F.P.R.A., carries the lengthy title: 
“A Proposed Financial Public Relations 
Chart for Allocation of a Bank’s Adver- 
tising Appropriation” and has the unique 
advantage that banks which adopt these 
recommendations will be able for the 
first time to compare advertising bud- 
gets and expenses with intelligible re- 
sults. Even for this reason alone, a 
nationally accepted and standardized 
chart of what to include under adver- 
tising expense is something much to be 
desired. 





Phenomenal! 


(Report from a large national bank in the midwest) 


“The response to our first letter was 
phenomenal. Of 491 persons on our mailing 
list, 215 asked for our new master booklet. 
This is 43.8%. We are also getting repeat 
requests from lawyers, life underwriters and 


others.” 
* 


What makes Purse trust advertising 
so successful? The main factor is knowing 
how to write — to make words (on paper) 
persuade people to take a step that leads to 
business for your trust department. 


Why buy trust advertising that does 
not PROVE its selling power? It will cost you 
less, in the long run, to use a trust promotion 
program that gets real, profitable results. 


Write now for more information. 


THe Purse CoMPpany 


Headquarters for Trust Advertising 


CHATTANOOGA, TENNESSEE 


NEW YORK * CHICAGO * BIRMINGHAM 


Response Was 


Bank Gets TV Award 


A citation for outstanding public ser- 
vice has been presented to Marine Trust 
Co. of Western New York, Buffalo, by 
the Erie County Committee of the Amer- 
ican Legion for the bank’s sponsorship 
on WBEN-TV of “I Led Three Lives” 
— a program dedicated to the exposure 
of communistic treachery. Marine Trust 
has steadily favored sponsorship of pro- 
grams, chiefly documentaries, in the 
belief that viewers are more receptive 
to commercial messages when receiving 
information or entertainment. Annual 
samplings in 22 communities where the 
bank has offices show television leading 
the field of media in the number of 
mentions, 


A A A 


Bar Issues Book on Trust 
Department Advertising 


The Florida Bar through its public 
relations committee has gathered into 
a booklet 93 illustrations of advertising 
by 48 trust institutions. In distributing 
this 88-page book, the Bar stated that 
it is “highly appreciative when a bank 
or trust company tells in its institutional 
advertising concerning the services of 
lawyers” and is trying to “make your 
task a little easier.” 


A A A 


Harris Trust Wins Award 


Harris Trust and Savings Bank, Chi- 
cago won the 1954 Chicago Federated 
Advertising Club Award for the out- 
standing national or regional institu- 
tional newspaper advertising campaign 
in the 12th annual competition. Over 
800 entries were submitted, the largest 


sponsored by CFAC to date. 


The award was accepted for the bank 
by William N. Flory, manager of busi- 
ness development, in the absence of 
Robert Lindquist, vice president in 
charge of advertising. Leo Burnett Com- 
pany, Inc., is the agency. 


A A A 


Directory of Financial Public 
Relations Counsel 


Financial World of New York has pub- 
lished a handy 32-page reference guide 
divided into three sections: (1) Firms 
specializing exclusively in financial pub- 
lic relations; (2) General public rela- 
tions counsel organizations providing 
guidance and services in shareholder and 
investor relations; and (3) Advertising 
agencies with departments handling 
techniques, such as financial advertising, 
publicity and preparation of annual re- 
ports. Price is $2. 
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ON THE PUBLICITY FRONT 


Advertising 


“If you had the many arms of 
Krishna . . . and also the power of this 
Hindu god, still you might hesitate to 
assume the intricate duties required as 
executor of a friend’s estate . . . in addi- 
tion to your own responsibilities.” A 
picture of Krishna and of the trust offi- 
cer, who might take on the estate settle- 
ment burden, accompany the above 
words in a display created by Maurice 
F. Blouin for American National Bank, 
& Trust Co., Chicago. (See cut.) 
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. . School Kids Get 
Fortune . . . Will divides trust fund 
among young pupils . . . Pays off each 
Christmas and Easter” says a display 
used by National Shawmut Bank of Bos- 
ton which pictures the kids with an 
enlarged newspaper column head behind 
them. The other half of the display, 
which asks “What about Your Will?” 
and offers a booklet on the subject, 
advises, “Safeguard your interests by 
seeing that your will is in order. By 
naming the Shawmut Bank your execu- 
tor you can be certain that your wishes 
will be taken care of promptly and eff- 
ciently . . . and that your family will 
be fully protected.” This is another 
Blouin product. 


“Unusual Wills . 


The quiz approach appears again in 
a recent advertisement of First Trust Co. 
of St. Paul which tells the reader, “If 
you answer Yes to any one of these 
questions, consult your attorney.” The 
eight questions deal with the making 
and revision of a will, the contingency 
of simultaneous death of parents while 
children are young, marital deduction, 
business interests, trusts and choice of 
an executor. 


“You can’t wear a good ad out” states 
Joseph Kaselow in his New York Herald- 
Tribune column. He cites successful ads 
which have run for years and points 
out that the public is a moving parade 
of people—each year some grow up to 
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mature interests, some change status 
as by marriage, some move to new lo- 
calities, and of course subscription lists 
to papers and magazines are not static. 
He quotes fundamentals for repeating 
ads used by one agency which include 
keeping track of the ad’s performance, 
telling management what you are doing 
and why, and avoiding the danger of 
becoming bored with the ad yourself. 


TV 


The television program, “Of Many 
Things” which has been sponsored for 
the past six months by City National 
Bank & Trust Co. of Chicago, for the 
first time will be made available on 
film this fall for sponsorship by banks 
on local stations. The program was 
tailored particularly for the type of per- 
son the commercial, savings and trust 
departments of banks like to have as 
customers, and it can be viewed by the 
whole family without violating stand- 
ards of good taste. In Chicago it has 
competed successfully against nationally 
popular comedy shows. Mail to the bank 
has been favorable and the response to 
an offer of a trust booklet has been 
excellent. 


Booklets 


“Till see you after I’ve seen the 
world,” says the doctor, departing on a 
well earned vacation cruise. The scene 
is described on the inside cover of the 
June statement of Central Trust Co., 
Cincinnati. The text tells of the doctor 
opening an agency account with Central 
Trust thirty years earlier, of the services 
performed under that agreement and 
the doctor’s request that the “experi- 
enced trust officers” act as his financial 
advisers. It points out also that because 
of this arrangement the doctor “had 
been able to give his time and his un- 
divided efforts to medicine” during all 
those thirty years. 


The State Bank of Albany’s quarterly 
publication, Signet, devoted its June 
issue entirely to the trust department. 
Starting with a letter from the president 
on the front page, which explains that 
“it has been some time since we have 
mentioned the facilities of our Trust 
Department,” the folder describes on 
the other pages the answers to the 
questions “What can our Trust Depart- 
ment do for you . .. now, while you 
are still alive? . .. (and) after your 
death?” 


The July Journal of Union & New 
Haven Trust Co.—always an informa- 
tive publication—introduces its readers 
to the New Haven Probate Court. It 
describes the Court’s location, appear- 
ance and equipment, tells of its work 
with property problems and human 
problems, of the task of recording its 
activities, and the reasonableness of its 
fees. It concludes with a very nice com- 
pliment to the Judges and their staffs. 


A pleasing pamphlet issued by First 
Bank & Trust Co. of Pensacola on the 
occasion of the opening of its new 
building includes a description of its 
various services and states that “in our 
trust work we are concerned not only 
with business matters but also with 
human relationships, and pledge to the 
men and women who have placed their 
financial affairs in our hands, and to 
their families, our unfaltering fidelity 
to their interests.” 


LIQUID RESOURCES 
“Cash on the Barrelhead” 


So captioned is this illustration in the 
annual report of Guaranty Trust Co. 
of Canada (Head Office Toronto), 
which goes on to explain “You will ob- 
serve that Cash, Bonds, and other liquid 
securities amounting to $18,543,329.28 
are 110.7% of Savings Deposits.” The 
report shows that: Corporate Trust De- 
partment had an active year, both in 
volume of business transacted and in 
the number of new Transfer Agency 
and Bond Trusteeship appointments. 
Estate planning for individuals in co- 
operation with their lawyers and life 
insurance counsellors has become a 
most important and useful service. 
Greater emphasis is being given to In- 
vestment Advisory Services and to Pen- 
sion and Employee Benefit Plans. . . 
Estates, Trusts and Agency Account: 
$58,531,243 ($56,018,247 in 1952). 
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PROPERTY 
IN CANADA 


The appointment of National 
Trust Company as ancil- 
lary administrator expe- 
dites the realization 
and transfer of 
American owned 
property in 
Canada. 


Enquiries Invited 


National 


Trust 


COMPANY LIMITED 


20 King Street East 
Toronto, Canada 


Montreal 
Edmonton 


Hamilton 
Vancouver 


Calgary 


Winnipeg 
Victoria 


Assets Under Administration 
$392,000,000 
Annual Report on Request 


New Haven’s 
“Pioneer 


Trust Company 


Serving in 
Every Trust Capacity 
including Ancillary 
Administration 


The Union & New Haven 
Trust Company 


MEMBERS: FEDERAL RESERVE SYSTEM 
FEDERAL DEPOSIT INSURANCE CORPORATION 


Mechanical Aids of Most 
Value to Trustees 


Advantages of machines for a wide 
variety of fiduciary applications were 
cited by trust officials in reply to a re- 
cent questionnaire from TRUSTS AND 
Estates. Replies were received from 
operations officers in 56 banks and trust 
companies, located in 34 cities. 


In answer to the question “What ma- 
chines have you found most productive 
of economies in trust operations for the 
Personal Trust Department?” eleven 
manufacturers were listed by name, 
I.B.M. and National Cash Register lead- 
ing with 20 and 13 citations respec- 
tively. Others mentioned were Bur- 
roughs, Remington-Rand, Addresso- 
graph, Xerox, Monroe, Elliott-Fisher, 
Dexigraph, Gray Audograph and Mul- 
tilith Duplicator. 


For the Corporate Trust Department, 
Addressograph and I.B.M. were most 
often mentioned — 14 and 11 times 
respectively. Manufacturers listed under 
this question, in addition to those above, 


included Cummins and Todd. 


Fifty-five officers answered the ques- 
tion “What is your most expensive ma- 
chine (to buy or lease) used for trust 
work, and how does it save money?” 
I.B.M. was listed by 21, National Cash 
Register by 12, Remington-Rand and 
Addressograph each were named five 
times. Most of the machines mentioned 
were described as accounting, tabulating 
or bookkeeping. Some gave specific 
data on savings, as, for example, a 
$5,000 machine that ‘pays for itself in 
a year and a half,” and another ma- 
chine which “in 12 months, with addi- 
tional volume, made possible a 14% 
reduction in the accounting staff,” and 
a third which reduced reproduction costs 
(for over five copies) by 75%. More 
generally it was stated that the machines 
could combine a number of operations 
in one, saved time (an “enormous sav- 
ing” in reconciling checks after they 
have been paid), and thereby enabled 
the department to do more work with 
no increase in personnel. 


In addition to savings in time and 
money, the replies listed other advan- 
tages to mechanization. Among these 
were the providing of information not 
previously available, the furnishing of 
automatic and accurate daily proof, and 
a better quality of product. Often the 
replies mentioned greater accuracy, and 
one said his machine gave “the finest 
production” of statements, lists and 
ledgers. Mechanization was reported to 
be a means of leveling out peak loads, 


reducing overtime, and performing var- 
ious kinds of statistical and analytical 
work for which the cost by any other 
method would be prohibitive. 

A growing interest in mechanization 
and the need for information in this 
field was revealed in the answers to the 
question whether more information 
about trust accounting and mechanics in 
Trusts AND EstaTEs would be helpful. 
Of 51 replies, 50 were in the affirmative. 
Some correspondents added further com- 
ment. Three wanted to know particularly 
about the newest developments; one was 
interested in the more efficient use of 
machines already on hand or available; 
another sought more detailed informa- 
tion on costs based on transactions and 
accounts; several wanted more data on 
the size of department in which various 
machines could be used profitably. 


When asked about current operating 
or mechanical problems being studied, 
or recently made improvements, 48 out 
of 55 replies cited processes that needed 
improvement or machines that had been 
obtained or were under consideration. 
Three correspondents felt that they had 
not yet found the right answer to their 
problem. One was about to undertake 
an analysis of all forms in use to deter- 
mine what economies and improvements 
could be obtained. Another was work- 
ing cooperatively with three manufac- 
turers to develop a more modern ac- 
counting set-up capable of handling in- 
creased volume. 


No question dealt directly with the 
effect of mechanization upon the cus- 
tomer, for the emphasis was intention- 
ally upon the operational needs of the 
corporate fiduciary itself. The statements 
made in regard to the accomplishments 
of the machines in use, however, so fre- 
quently mentioned greater accuracy, 
neatness, and more complete informa- 
tion, that one suspects there are fewer 
occasions for customer irritation, a more 
harmonious relationship, and in the end 
a more human understanding in the 
front office because of the greater — 
and better — mechanization behind the 


scenes. 
A AA 


Corporate Secretaries Name 
Young 

The election of Bracebridge H. Young, 
formerly Vice President and Secretary 
of U. S. Industrial Chemicals, Inc., as 
Executive Director of the American 
Society of Corporate Secretaries, Inc., 
has been announced by George K. Mc- 
Kenzie, President. The Society, with 750 
Corporate Secretaries as members, draws 
its membership from the leading corpora- 
tions of the country. 
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Trust Record System 
Performs Well 


To help meet the demand for effici- 
ent trust management, Huntington Na- 
tional Bank, Columbus, Ohio, set up an 
accounting and record keeping program 
which has proven its value over more 
than a dozen year according to W. H. 
Holmwood, vice president. The Reming- 
ton Rand accounting machines and Kar- 
dex files have effected a saving of about 
20% in time, occasioned by the pro- 
duction in one writing of various re- 
lated records, and at the same time have 
improved controls. 


The accounting machines prepare in- 
dividual ledger cards and accompanying 
journals covering trust income, acquisi- 
tions and sales. The cards are filed in 
a manner to provide a constant inven- 
tory for each account, and make it un- 
necessary to leaf through, sort or pull 
ledger cards every time reference is 
made to them. Through signals which 
are part of the Kardex system, trust 
personnel can tell by glancing at any 
tray whether all cards are in place, or 
the proper ones have been withdrawn 
for posting of income or _ property 
changes on the accounting machine. 


When bank examiners want to check 
account securities, they can take the 
trays to the vault and check securities 
against marginal listings. The machines 
provide multiple copies where necessary, 
and administration of profit sharing, 
retirement, and pension plans is handled 
on the same machines with correspond- 
ing filing equipment. 
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Trust Company Completes Civic 
Center Bequeathed to Home 
Town 


Recently trust officer M. R. Wismar 
of St. Louis Union Trust Co. handed the 
key of a new civic center to Mayor Ger- 
ald Beaird of Highland, Ill. The trust 
company was executor of the estate of 
Frederick William Weinheimer who died 
in 1948 and whose will left $150,000 
for the erection of a public community 
center and gymnasium building in High- 
land as a memorial to Mr. Weinheimer’s 
parents. There was a condition, however. 
The city must raise an additional $50,- 
000 and provide a site for the building. 
The money was raised by a special tax 
and the site was donated, permitting 
the fulfillment of the bequest. 

Mr. Weinheimer died a millionaire 
but his first salary was $3.50 a week. 
He became a successful wholesale dealer 
in leaf tobacco. 


Aucust 1954 


Council to Present Tax Series 


The Santa Clara County (Cal.) Es- 
tate Planning Council has planned a 
series of educational meetings for Sep- 
tember through December, on the newly 
enacted tax law, advises President David 
L. Samuels, Palo Alto attorney. All 
members of the County Bar Association 
and local chapter of the State Society 
of CPA’s will be invited to attend. Mr. 
Samuels’ fellow officers for the current 
year are (all of San Jose): 


Vice Pres.: Leo Wagner, underwriter. 


Sec.: Dale W. Hanson, New York 
Life. 


Treas.: Chester C. Young, C.P.A. 


eee 


The Estate Planning Council of Chat- 
tanooga elected these officers for 1954-5: 


Pres.: C. H. Jerden, vice-president 
and trust officer, Hamilton National 
Bank. 


Vice Pres.: H. James Hitching, of 
Miller, Martin, Hitching & Tipton, at- 
torneys. 


Sec.-Treas.: Thomas S. Lewis, Jr. of 


Hazlett, Lewis and Bieter, C.P.A.’s. 


a se 


JOSIAH B. CHANDLER appointed execu- 
tive manager of the Connecticut Bankers 
Association. He is resigning his present 
position as an officer of the International 
Basic Economy Corporation. 


WHEN HOLLYWOOD AND VINE 
WAS AN ORANGE GROVE... 





When De Mille and Lasky filmed 
“The Squaw Man” in a Vine Street 
barn—in 1913—this Bank was 
already conducting a Trust service 
for Southern Californians. 


TRUST DEPARTMENT 


ECURITY-FIRST 
NATIONALBANK (ee 











OF LOS ANGELES 





Head Office: Sixth and Spring Streets 





Phone: MUtual 0211 


717 





THE CAPITALABOR TEAM 


STOCKHOLDERS ASK 


’ Questions from stockholders about Gen- 

eral Mills — and their answers — were 
published in the Spring issue of Horizons, 
the company’s magazine for share- 
holders. The question, “How can I help 
the company to increase its business?” 
Was answered in part by saying that if 
stockholders “understand the problems 
brought about by high taxes, government 
controls, and so on, they can aid in in- 
fluencing the climate in which the com- 
pany must do business.” 


Representatives of the 2,000 employees 
of Chesapeake & Ohio RR. who are mem- 
bers of the Employes Stock Purchase 
Plan participated for the second year in 
the annual meeting of stockholders. In- 
cluding the employee shareholders there 
was a record attendance of 450. 


In answering 14-year-old stockholder 
Larry Wilson about piggy-back trains, 
President Tuohy said “we are actively 
working on a single road-rail vehicle” 
that will “reduce the cost of operation 
tremendously.” The meeting was report- 
ed, with photographs, in the company’s 
employe magazine, Tracks. 


The program of American Management 
Association’s Workshop and Orientation 


Founded 1784 


Member Federal Deposit Insurance Corporation 


Seminars for the period August 1954 
through January 1955 includes programs 
on company finance, corporate insurance, 
office management and personnel. The 
seminars consist of about 15 executives 
each, meeting for three days as a dis- 
cussion group under the leadership of an 
operating business executive, who has 
one or more associates. Groups are ar- 
ranged to include representatives from 
various industries, geographical locations, 
and sizes of company. Most sessions are 
held in New York, but some meet in 
Chicago or St. Louis. Complete program 
of these seminars, now in their sixth 
year, is obtainable from A.M.A., 330 W. 
42 St., New York 36. 


HANDLING UNION FUNDS 


Safeguarding union welfare funds is 
the subject of an article by David Dubin- 
sky, president of the International Ladies 
Garment Workers Union in the July 
American Federationist. Mr. Dubinsky’s 
own union paid out benefits of $36,000,000 
and had income of $54,000,000 in 1953. 
He points out that originally welfare 
funds were financed by union dues and 
assessments whereas the new-type wel- 
fare fund is employer contributed. Tradi- 
tionally, what a union gives its members 
is service, but now it is handing out 
huge sums of money. With no tradition 
or precedent for handling these millions 
of dollars, the door is open for misman- 
agement and malpractice. Glaring abuses 
may be few, but cannot be ignored, Mr. 
Dubinsky states, and organized labor has 
a responsibility to help clean up the situ- 
ation. 


The main problem is at the local level 
in Mr. Dubinsky’s opinion and the key 
to proper policing lies in the right of the 
international union to audit the books 
of the local, including health, welfare and 
retirement funds, and in the use of a 
well trained corps of auditors. Publica- 
tion of the full financial facts is a sec- 
ond and coordinated step. Further 
measures in Mr. Dubinsky’s union in- 
clude requirements that all moneys for 
such funds be held in a separate account 
bearing the name of the Fund, and that 
“administrative costs” — responsible for 
many abuses — be limited to 5% of the 
total contributions to any such fund in 
any one year. 


FILM ON COMPETITIVE ENTERPRISE 


A new animated cartoon film, “It’s 
Everybody’s Business,” produced by E, 
I. du Pont de Nemours & Co. for the 
United States Chamber of Commerce, 
helps to correct general misunderstand- 
ings about business and explains how 
profits and individual investments create 
jobs, how competition keeps high values 
and low prices, how advertising helps 
everyone, and the relation between gov- 
ernment and a free economy. It stresses 
the theme that the consumer’s best inter- 
est is served by allowing private enter- 
prise the same freedoms which are guar- 
anteed to the individual in the Bill of 
Rights. 

Following a nine day run in the thea- 
ters of Beaumont, Texas, Samuel J. 
Landrum, an official of the Jefferson 
Amusement Co., commented, “I think 
this is the most outstanding film of its 
type I have ever seen and I shall be 
glad to give it wide circulation in the 
theaters operated by this company.” 





Site of Old Fort Shelby 


TRUST SERVICE EXCLUSIVELY. 


Detroit Trust Company, with its many years of experience 
in every phase of trust business, is especially qualified 
to serve in any situation requiring a Michigan fiduciary. 


DETROIT TRUST COMPANY 


FORT STREET at SHELBY 


DETROIT 31, MICHIGAN 


50 Years of Trust Experience 


TRUSTS AND ESTATES 








level 
e key 
9f the 
books 
e and 
of a 
blica- 
1 sec- 
rther 
n in- 
s for 
count 
that 
le for 
f the 
1d in 


“Tt’s 
y E. 
> the 
erce, 
tand- 
how 
reate 
alues 
helps 
gov- 
esses 
nter- 
nter- 
ruar- 
ll of 


thea- 


rson 
hink 
f its 
1 be 

the 


2? 


MI | 


a Ml 





ECONOMICS OF CAPITAL 


in Business Advertising 


“Round and Round they go,” the 14,000 
silver dollars that Bakelite Co. used in 
wage payments to show Bound Brook, 
N. J., how a factory payroll affects a 
community. The silver dollars, which 
were secured through the local bank, 
are rarely seen in New Jersey and called 
attention to Bakelite’s first venture into 
institutional advertising on the local 
plant level. On the day that the silver 
dollars appeared in the pay envelopes the 
company published locally its “Round 
they go” ad, showing the baker, the 
butcher and the cleaner comparing notes 
on how many of these coins they had re- 
ceived. “Sort of shows what an im- 
portant job the pay checks of Bakelite 
people do in keeping the wheels turning,” 
the text comments. 


Despite a certain anticipated loss 





through the souvenir 
value of the silver 
dollars, the unique 
nature of the pro- 
gram thoroughly es- 
tablished its identity 
throughout the sur- 
rounding commun- 
ity. An accumulation 
of small incidents 
convinced the com- 
pany that the at- 
tempt to identify the 
impact of a payroll 
upon the community 
had been successful. 
The advertising thus 
begun will include 
L4 economics, safety, 
employe benefits and 

community relations. 


The importance of research, of new 
ideas, to the survival of the business cor- 
poration engaged in competitive enter- 
prise is tied to the experience of the in- 
dividual in a recent advertisement of 
Esso Petroleum Co., Ltd., entitled “Life 
is a privilege.” “The lives of organiza- 
tions can be as various as those of indi- 
viduals,” it says. “Some follow placidly 
in the steps of centuries; others must 
ceaselessly advance if they are to survive 
at all. But in the industrial world of to- 
day, there is no such choice of philosophy: 
each industry must constantly be seeking 
new methods, new tasks, and new mar- 
kets. Life is a guess, a trial, a challenge. 
Life is a privilege.” A reproduction of 
Michelangelo’s “Creation of Man” serves 
as illustration of this theme. 





In Rhode Island 
Unerieas Second Oldest- Bank 
is the 
No. 1 Financial Institution 


++. in experience, in assets, in 
service facilities. 


Whatever your banking require- 
ments, Industrial National is well 
able to serve you efficiently. 
Complete Commercial, Trust, and 
Foreign Banking. Your inquiries 
are solicited. 


Industrial 


NATIONAL BANK 
Umericas Second Oldest Bank 
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“The Working Man Looks 
at the Boss’”’ 


The awareness of being an eternal 
workingman colors one’s attitudes ... 
To the eternal workingman management 
is substantially the same whether it is 
made up of profit-seekers, idealists, tech- 
nicians, or bureaucrats. The allegiance 
of the manager is to the task and the 
results . .. he cannot help viewing the 
workers as a menas to an end... 










Any doctrine which preaches the one- 
ness of management and labor — whether 
it stresses their unity in a party, class, 
race, nation, or even religion — can be 
used to turn the worker into a pliant 
instrument in the hands of management. 
Both communism and fascism postulate 
the oneness of management and labor, 
and both are devices for the extraction 
of maximum performance from an un- 
derpaid labor force . . . Our sole pro- 
tection lies in keeping the division be- 
tween management and labor obvious and 
matter-of-fact ... 














In the present Communist regimes 
unions are tools of management, worker 
mobility is discouraged by every means, 
savings are periodically wiped out by 
changes in currency, and individual self- 
respect is extirpated by the fearful tech- 
niques of terror. Thus it seems that the 
worker’s independence is as good an index 
as any for measuring the freedom of a 
society.—Eric Hoffer in March Harper’s 
Magazine. 
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For prompt, efficient and 
experienced handling of 
trust matters in Pennsyl- 







vania, attorneys, bankers, 
individual executors, and 







insurance underwriters 
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Tradesmens Land Title. 
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TRUST PERSONNEL CHANGES 


CALIFORNIA 


Vernon E. Bjorklund named a trust 
officer, heretofore having been admin- 
istrative assistant in the trust depart- 
ment. 


Fresno 
SECURITY-FirstT 
NATIONAL BANK 


Promoted from. asst. trust officers to 
trust officers: Bert W. Peterson (at 
Redlands); Emil Sebastian (at Po- 
mona); and Ernest Tongish (at Ven- 


San Francisco 
BANK OF AMERICA 
N.T. & S.A. 


tura). 


San Francisco 
BANK OF 
CALIFORNIA 


Eugene H. Gray and Charles F. But- 
ler advanced to trust officers; Fred 
Bennett appointed asst. trust officer in 
estate planning. Gray joined the staff 
in 1951 and has since served as manager of the Security Re- 
search department. He formerly was employed by Dean 
Witter and Company and later by J. Barth and Company 
as head of the Research and Statistical department. Butler 
joined the bank in 1926, and is managing officer of the tax 
department. 


CONNECTICUT 


Hartford As a result of the merger reported 
CONNECTICUT BANK last month (p. 651), top officers of 
& Trust Co. the trust department are: senior vice 

president: Reese H. Harris, Jr.; vice 
presidents: F. R. Abell, J. H. Bartholomew, Jr., W. C. Fenni- 
man, Guy B. Holt, R. L. Makin and S. H. Snider. W. S. Harri- 
son, previously assistant secretary, now asst. trust officer. 


FLORIDA 


Jacksonville 
ATLANTIC 
NATIONAL BANK 


Harry Gonzales elected vice president 
in charge of public relations and new 
business development. 


ILLINOIS 


William C. Weidert became a second 
vice president in the trust department. 
He joined the bank in 1925 as a tax 
clerk in that department, and was 
elected an attorney in the legal department in 1945, where 
the bulk of his work has involved trust matters. 


Chicago 
NORTHERN 
TRusT Co. 


KANSAS 
Raymond E. Platt has been elected 
vice president and trust officer, com- 
ing from Central National Bank & 
Trust Co. of Topeka where he was 
assistant trust officer. 


Hutchinson 
HUTCHINSON 
STATE BANK 


MARYLAND 


Baltimore As a result of the merger of the BALTI- 
FIDELITY-BALTIMORE MORE NATIONAL BANK and the FIDEL- 
NATIONAL BANK 1Ty TRusT Co., top officers of the trust 

department are: Chairman of trust 
committee: J. Hambleton Ober; vice president and senior 


EUGENE H. Gray 
San Francisco 


720 


trust officer: Douglas H. Rose, 2nd; vice president and trust 
officer: John H. Croker and James G. McCabe; vice president: 
Louis M. Fisher; vice president and corporate trust officer: 
G. Roy Mueller; corporate trust officer: Tevis I. Greenland; 
asst. vice president and trust officer: Barron P. Lambert. 


Walter McN. Woodward, who recently 
joined the bank, appointed asst. trust 
officer. 


Baltimore 
MARYLAND 
TrRusT Co. 


MASSACHUSETTS 


Pittsfield 
BERKSHIRE 
TRUST Co. 


George Ripley elected asst. trust offi- 
cer. He was formerly with MERCHANTS 
NATIONAL BANK of Boston. 


MICHIGAN 


F. Walter Urch named asst. trust 
officer. 


Detroit 
City BANK 


MINNESOTA 


Jon Bjornson named advertising man- 
ager of the bank, coming from the 
Ruthrauff & Ryan agency. 


Minneapolis 
NORTHWESTERN 
NATIONAL BANK 


MISSOURI 


St. Louis 
St. Louis 
UNION TRuST Co. 


Harry L. Miller elected asst. vice 
president and head of Estate Plan- 
ning Dept. Samuel C. Davis, trust 
officer, also named asst. vice president; 
Vernon K. Storm made estate planning officer. Storm also 
celebrates his 25th anniversary with the company. 


NEW JERSEY 


Paul Bestor given the new title of 
chairman of the board; Charles E. 
Clifton succeeds him as _ president. 
Clifton served the bank since 1913, 
was made trust officer in 1931, vice president and trust officer 
in 1934, and for the past six years has supervised personnel 
of the bank. 


Jersey City 
TRUST COMPANY 
OF NEW JERSEY 


NEw YORK 


Garden City 
LONG ISLAND 
TRUST Co. 


Frederick Hainfeld, Jr., formerly ex- 
excutive vice president, became presi- 
dent to succeed Edward A. Nash, who 
resigned. Hainfeld is a founder and 
first president of the Estate Planning Council of Nassau 
County and a member of the executive committee of the 
Trust Division, New York State Bankers Association. 


New Rochelle- Elmer Lee Fingar will join the bank 
White Plains as vice president and senior trust offi- 
WESTCHESTER BANK cer in charge of the trust division on 
& TRusT Co. September first, with headquarters at 
the White Plains office. Serving in the 

Westchester County Surrogate’s Court as Deputy Clerk and 
Legal Assistant from 1936 to 1941, Fingar has since then 


Cuas. E. CLIFTON 
Jersey City 


ELMER LEE FINGAR 
New Rochelle 


LEONARD J. SCHMELZ 
New York 
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been Chief Clerk and Head Legal Assistant. He holds a 
B.A. degree from Cornell and an LLB from Yale, is co- 
author of book “New York Wills — Testamentary Trusts.” 


New York Leonard J. Schmelz elected vice presi- 
BANK OF dent and J. B. Koechel named trust 
NEw YORK officer. Schmelz joined the trust de- 


partment in 1918 and became trust 
officer in 1940. 


New York Stanley L. Miller appointed asst. vice 
EMPIRE president in charge of the bank’s in- 
Trust Co. vestment portfolio. Previously, he had 


been an economist with the Federal 
Reserve Bank of New York. 


New York Leonard D. Draper, Jr., named vice 
MANUFACTURERS president, David J. Barry an asst. vice 
TrusT Co. president, and John F. Adams an asst. 

secretary, in the security analysis de- 
partment. 

New York Arnold L. Yates, Harry F. Hurley 
UNITED STATES and J. Frank Wiedeman appointed 
Trust Co. assistant vice presidents. Mr. Yates, 


who joined the Bank in 1942, will as- 
sume supervision of the corporate trust activities. Mr. Hurley 
and Mr. Wiedeman have been associated with the Bank’s 
investment activities for past seventeen years. Henry L. 
Smithers, assistant vice president, who headed the corporates 
trust department during a major part of his more than 40 
years’ service with the Bank, retired. — 


Rochester Frederick D. Whitney, who joined the 
LINCOLN-ROCHESTER bank in 1928, retired as vice president 


TRUST Co. in charge of new business. 
NoRTH CAROLINA 

Lenoir Claude C. Armfield advanced from 
BANK OF executive vice president and asst trust 
LENOIR officer to president, succeeding the late 

J. H. Beall. 
OHIO 

Cleveland Gilbert H. Palmer promoted to vice 
NATIONAL president; Alan H. Homans made asst. 
City BANK vice president, both in the investment 


division of the trust department. 
Palmer graduated from the U. of Michigan in 1936 with a 
B.A. degree and joined the bank the same year. Homans 
graduated from Swarthmore College and joined National 
City in 1945. 


OKLAHOMA 


Tulsa Francis F. Hawkins advanced to trust 
NATIONAL BANK officer and Charles H. Storm named 
OF TULSA asst. trust officer. Hawkins was re- 

cently elected president of the Okla- 
homa Trust Companies Association. 


PENNSYLVANIA 
Harrisburg Edward M. Green advanced to vice 
DAUPHIN DEPOSIT president and trust officer, and Henry 
Trust Co. B. Gilbert promoted to secretary in 


trust department. 






ALAN H. HOMANS 
Cleveland 





ARNOLD L. YATES 
New York 


GILBERT H. PALMER 
Cleveland 
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NEW LOOK IN BANK HOMES 


ee 


Architect’s drawing of new main banking house of Morristown 
(N. J.) Trust Co., closely modeled after famed Sir Christopher 
Wren Building in Williamsburg, Va. and scheduled for completion 
in the Fall. President George Munsick recently supervised the 
sealing of a cornerstone box containing a variety of documents and 
reports representative of the present day community. The trust 
department will occupy virtually the entire second floor to the 
left of the front gable. 


Philadelphia James M. Newell elected vice president 
BROAD STREET and trust officer. 

Trust Co. 

Pittsburgh William T. Shields, Jr., formerly an 
PoTTER BANK advertising account executive, joined 
& TRusT Co. the bank as a vice president to special- 

ize in business development. 

Scranton Frank E. Hemelright, resigned presi- 
FIRST dent of ScRANTON LACKAWANNA 
NATIONAL BANK TrusT Co., became president of First 

National. 
TENNESSEE 


J. I. Crossett promoted to director of 
public relations. 


Memphis 
UNION PLANTERS 
NATIONAL BANK 


TEXAS 
Midland B. J. Clark joined the bank as trust 
FIRST officer, having left the CAPITAL NaA- 


TIONAL BANK of Austin. 


R. B. Baldwin, trust officer, elected 
vice president. 


NATIONAL BANK 


Texarkana 
TEXARKANA 
NATIONAL BANK 


UTAH 
Salt Lake City 


ZION’S SAVINGS 
BANK & Trust Co. 


Francis M. Chipman, who served as 
chief clerk in the trust department 
for many years, appointed trust officer. 





















IN MEMORIAM 


WILLIAM M. BEDELL, vice president, corporate 
trust department of MARINE MIDLAND TRUST Co., 
New York. 

JOHN W. CLEGG, JR., assistant vice president in 
charge of trust new business at PENNSYLVANIA Co. 
For BANKING AND TrustTs, Philadelphia. 

WrituiAM R. HERLIHY, vice president and trust 
officer, STATE STREET TRUST Co., Boston. 

Oscar A. KAUFMAN, vice president and trust of- 
ficer of Ciry BANK, Detroit. 

SAMUEL P. RYLAND, retired vice president and 
trust officer, First & MERCHANTS NATIONAL BANK, 
Richmond, Va. 
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Address correspondence to Trusts 
and Estates, 50 East 42nd St., New 
York 17, attention Employment Ex- 
change and code number. 


Young trust investment assistant 
sought by Connecticut bank. See Wilson 
ad. 


Trust officer wanted to manage and 
develop trust business for Miami bank. 
See Morehead ad. 


Security analyst needed by Texas trust 
department. See ad H-48-1. 


Trust new business man sought by 
Texas bank; experience in trust admin- 
istration and estate and gift taxation; 
previous selling experience desirable but 
not essential. 48-2 


Trustman, 46, with 20 years in all 
phases of personal trust administration, 


WANTED 


Experienced trust officer, capable of man- 
aging and developing business for Trust 


Department of Central Bank and Trust 
Company, Miami, Florida. 


Address reply to Chas. A. Morehead, 
Lawyers Building, 228 N.E. Second Ave- 
nue, Miami 32, Florida. 


TRUST INVESTMENT 
ASSISTANT 


A national bank in one of Connecticut’s 
principal cities is seeking the services 
of @ young man for its Trust Investment 
Division. 
















Educational background in business 
administration or economics and actual 
experience in trust investment account 
analysis work are some of the qualifi- 
cations sought. Age bracket over 24 but 
under 28. 















This is a real opportunity in a fast 
growing department. Security sales and 
promotional experience of no value in 
this position. 


Write giving resume and state salary 
required. Write but do not call. 


Edwin Bird Wilson, Inc. 
52 Wall Street 
New York 5, New York 















SECURITY ANALYST 


Progressive bank in large Texas city 
wants trust security analysis officer with 
ability, education and trust investment 
analysis experience. Age 35 to 45 pre- 
ferred. If interested send your record to 
Box H-48-1, Trusts & Estates, 50 East 42nd 
Street, New York 17, New York. 

















planning and taxes, desires to relocate 
outside New York City. 48-3 


Trustman, 39, with university educa- 
tion and 17 years experience in Canadian 
banking and trust work, including for- 
eign exchange, wishes position in United 
States. 48-4 


Assistant trust officer wanted by bank 
in mid-western city over 100,000; some 
trust experience and legal training. 47-4 


A A A 


Fiduciaries Elect 


Trust Division, California Bankers As- 
sociation 


Chairman: Garnett J. Brooks, senior 
vice president, Beverly Hills National 
Bank & Trust Co. 


First V. Chm.: Francis E. Whitmer, 
vice president and trust officer, American 
Trust Co., San Francisco 


Second V. Chm.: Eldridge H. Booth, 
Jr., vice president and trust officer, Title 
Insurance & Trust Co. of Los Angeles 


Secretary: Oscar R. Mennenga, execu- 
tive manager, Mills Bldg., San Francisco 


Indianapolis Corporate Fiduciary Asso- 
ciation 
President: Floyd D. Michael, trust of- 
ficer, Merchants National Bank & Trust 
Co. 


Vice Pres.: Lyman H. Wolfe, assistant 
secretary, Fletcher Trust Co. 


Sec.-Treas.: L. J. Bowden, assistant 
cashier, Indiana National Bank 


Trust Powers Committee, Oregon Bank- 
ers Association: 


Chairman: D. G. Lloyd, trust officer, 
First National Bank, Portland 


Houston Corporate Fiduciary Association 


President: J. W. Thigpen, vice presi- 
dent and trust officer, Second National 
Bank of Houston 


Vice Pres.: O. E. Boulet, trust officer, 
National Bank of Commerce 


Sec-Treas.: Edgar S. Cox, Jr., trust 
officer, Houston Bank & Trust Co. 


Trust Division, West Virginia Bankers 
Association: 


President: J. Bernard Derwacter, asst. 
vice president and asst. trust officer, First 
Huntington National Bank 

First V.P.: Arthur G. Yates, cashier 
and trust officer, First National Bank, 
Grafton. 

Second V.P.: J. G. Timberlake, trust 
officer, Union National Bank, Clarks- 
burg 

Third V.P.: Payne Brown, vice presi- 
dent and trust officer, National Bank of 
Commerce, Charleston 


Secretary-Treas.: N. M. Gibson, trust 
officer, Old National Bank, Martinsburg. 


MERGERS and CHANGE OF NAME 


Middletown, Conn. — Consolidation of 
CENTRAL NATIONAL BANK & TRUST Co. 
and the MIDDLETOWN NATIONAL BANK 
has been agreed upon, subject to stock- 
holders final approval. The new name 
would be CouUNTY NATIONAL BANK of 
Middletown. Officers: Everett V. Dana, 
president; William A. Dickinson 3rd and 
Raymond H. Jonas, vice presidents and 
trust officers; Edward L. Feree and Miss 
Jessie A. Trotta, asst. trust officers. 


Oil City, Pa.—The name of OIL CITy 
Trust Co. has been changed to the First 
SENECA BANK & Trust Co. following 
merger with First National Bank of New 
Bethlehem. 


Philadelphia, Pa. — Shareholders of 
BROAD STREET TRUST Co. and the NorTH- 
WESTERN NATIONAL BANK have approved 
merger of the two institutions under the 
name of the former. 


Pittsburgh, Pa. — Stockholders of 
COLONIAL TRusT Co. and FIDELITY TRUST 
Co. approved merger of these banks un- 
der the name of the latter. John A. Byer- 
ly, president of Fidelity, will be the 
new president and C. A. McClintock, 
Colonial president, new chairman. Alex- 
ander P. Reed, present chairman of Fidel- 
ity, will become chairman of the trust 
advisory committee. 


The merger places the _ institution 
second in total trust funds and third in 











































(Left to right) C. A. McClintock, president, 
The Colonial Trust Company. John A. Byer- 
ly, president, Fidelity Trust Company. 


deposits of all banks in Western Penn- 
sylvania, with total resources of some 
$232,000,000 and combined trust funds of 
$385,900,000. The main office will be at 
343 Fourth Avenue. 


a. & 2 
Lytle 30 Years with Harris 


Merwin Q. Lytle, vice president, head 
of the trust department’s administra- 
tive division, celebrated his 30th anni- 
versary with Harris Trust and Savings 
Bank, Chicago, on June 16, Lytle re- 
ceived B.S. and M.S. degrees from the 
University of Illinois, as well as an 
L.L.B. degree from Chicago Kent Col- 
lege of Law. He was a member of the 
faculty of the College of Commerce of 
the University of Illinois for two years 
prior to joining the Harris Trust. 


TRUSTS, AND ESTATES 
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CURRENT LITERATURE NOTES 


Books 


Procedure and Practice Before Tax 

Court of United States 

14th Edition, 1954. Commerce Clearing House, 

Inc., Chicago and New York. 286 pages, 

(paper) $4. 

This guidebook embodies the essential 
requirements in Tax Court practice. It 
explains such topics as: steps preceding 
appeal to Tax Court; appeals from Bur- 
eau determinations; general procedure; 
relation of the Tax Court to taxpayers 
and Tax Men; jurisdiction of the Tax 
Court; the petition; Commissioner’s an- 
swer and petitioner’s reply; preparation 
for the hearing; evidence; D. C. Code 
concerning evidence; procedure at the 
hearing; procedure after the hearing; 
and appellate review. 


The Appendix to this valuable manual 
sets out the full text of the rules of 
practice before the Court as revised to 
May, 1954, with the Tax Court appendix 
to the rules; and pertinent Tax Court 
forms; table of cases. 


Stock Market Profit Without Fore- 
casting 

EDGAR S. GENSTEIN. Investment Research 

Press, South Orange, N. J. 86 pp. $3.50. 

The author marshals a formidable ar- 
ray of evidence to demonstrate that his 
method of statistical determination of 
dividend payments as related to the D-J 
industrial averages over a moving term, 
in combination with commitments on a 
sliding scale in sound diversified stocks 
comprising this average, will avoid the 
danger of mistimed sales and purchases. 
This has produced favorable results in 
his hands over the last five years and 
his studies have indicated that this 
method would likewise have caught the 
major movements of the past 25 years. 
It is claimed to eliminate the rigidity and 
mechanistic approach often associated 
with formula plans. 


Inasmuch as dividends are, over a 
term, the principal reason for stock in- 
vestment, it is logical that there should 
be some relationship between a selected 
list and average price levels. In seeking 
to buy on scale when prices represent 
comparative bargains and sell when the 
reverse is true is obviously a sound way 
to profits, if patience and courage are 
allowed to guide. In short, no specula- 
tors need apply. 


ARTICLES 


Symposium on Law of Wills and Ad- 
ministration of Estates 


Kentucky Law Journal, May 1954 (Lexington; 
$2). 


This symposium presents outstanding 
articles in the indicated field in memory 


Arcust 1954 


of the late Dean Alvin E, Evans. The 
first articles deal with historical devel- 
opment. Dean Alison Reppy traces the 
modern law of succession, and Professor 
Bertel Sparks writes on contracts to 
devise or bequeath property. 


Professor Thomas E. Atkinson analyzes 
the law governing probate of part of 
a will. Professor John E. Howe points 
out certain injustices in the present rules 
regarding renunciation by devisees and 
legatees but not by heirs. Professor Rob- 
ert C. Bensing analyzes the surviving 
spouse’s right to elect against the will 
where there has been a previous inter 
vivos transfer. Gilbert T. Stephenson 
discusses legal aspects of investment pro- 
visions in wills and trust agreements. 


How to Plan Estate to Offset Inflation 


VENAN J. ALESSANDRONI. The Journal of 
Taxation, July 1954 (33 W. 42nd St., New 
York; $1.25). 


In this new publication (second issue) 
the estate and gift taxation editor offers 
an estate planning program to cope with 
the effects of an inflationary economy. 
The tentative plan should be tested under 
the impact of inflation, adjusted with a 
factor of safety. Then determination 
should be made of the assets available for 
liquidation to meet cash expenses. Flex- 
ibility in investment powers is the most 
important requisite in drawing the will, 
reposing the authority in a first-class 
bank or trust company. Other phases of 
the problem (including comments by the 
editor’s well known partner René A. 
Wormser) are also discussed to make 
this article worth reading. 
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FEDERAL INCOME TAXATION OF 
PARTNERSHIPS 


The 1954 Supplement to Paul Little’s 
treatise “Federal Income Taxation of 
Partnerships” (see review in June 752 
T&E, p. 468) recently made its appear- 
ance. It brings this valuable volume down 
to December 1, 1953. 
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HUMANIZING RULE AGAINST 
PERPETUITIES 


Massachusetts has a new Rule against 
Perpetuities, modernizing and humaniz- 
ing the common law rule. The new stat- 
ute, Chapter 641 Laws of 1954, applies 
to both legal and equitable estates, and is 
to be construed so as not to invalidate or 
modify any limitation which would have 
been valid prior to the time the new stat- 
ute takes effect. Certain of the sections 
must be copied in full, as a summary 
might be misleading. 


Sub-Section 1 reads as follows: “In 
applying the rule against perpetuities to 
an interest in real or personal property 
limited to take effect at or after the 
termination of one or more life estates 
in, or lives of, persons in being when the 
period of said rule commences to run, the 
validity of the interest shall be deter- 
mined on the basis of facts existing at 
the termination of ‘such one or more life 
estates or lives. In this section an interest 
which must terminate not later than the 
death of one or more persons is a ‘life 
estate’ even though it may terminate at 
an earlier time.” 

This section can best be explained by 
a simple illustration. Suppose a testator 
who is survived by a spinster sister, aged 
90, and some nephews and nieces (chil- 
dren of deceased brothers and sisters) 
creates a trust to pay the income to the 
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sister for life, and after her death to the 
nephews and nieces for their lives, with 
remainders on the death of the survivor 
of the nephews and nieces, to their issue 
then living. If all the nephews and nieces 
are to be treated as lives in being, the 
remainder interests would be valid. Un- 
der the strict construction of the Rule 
against Perpetuities, however, the ninety- 
year old spinster sister must be deemed 
capable of marrying and having children 
born after the testator’s death. This 
would render the remainder interests too 
remote. This is substantially the case of 
Worcester County Trust Co. v. Marble, 
316 Mass. 294, which our court got 
around by process of construction. 


The new statute would make the re- 
mainder interests valid, because on the 
death of the sister it would appear that 
no other nephews and nieces had been 
born. Therefore, they were the lives in 
being. Many other illustrations along the 
same line could be given. The point is that 
if at the end of the life estates it appears 
that the remainder interests do not 
actually violate the Rule, they are saved. 
The New Hampshire Supreme Court ar- 
bitrarily adopted this rule in a 1953 case, 
Merchants National Bank v. Curtis, 97 
A. (2d) 207. 


Sub-Section 2 of the statute reads as 
follows: “If an interest in real or per- 
sonal property would violate the rule 
against perpetuities as modified by sec- 
tion one because such interest is contin- 
gent upon any person attaining or failing 
to attain an age in excess of twenty-one, 
the age contingency shall be reduced to 
twenty-one as to all persons subject to 
the same age contingency.” 


A simple illustration of this would be: 
A testator provides that his estate shall 
be held in trust and the income accumu- 
lated and the trust funds ultimately 
divided among those of his grandchildren 
who should reach the age of forty. This 
would be void if at the time of his death 
he had children living who might theore- 
tically produce other grandchildren for 
him who would not be lives in being. This 
section cures that by providing that the 
limit of forty shall be automatically re- 


duced to twenty-one. Again this result 
was accomplished by the New Hampshire 
Court by an arbitrary ruling in Edgerly 
v. Barker, 66 N.H. 434. 


Sub-Section 3 aims to prevent rights of 
reverter after a determinable fee and 
rights of entry for condition broken 
travelling down through the centuries, so 
that at no time could a good title to the 
real estate be given. This unfortunate 
situation resulted from early decisions of 
our court to the effect that these rights 
were not subject to the Rule against Per- 
petuities. The new statute provides that 
unless such rights are specially limited 
so as to take effect, if at all, within the 
limits of the Rule against Perpetuities, 
they shall be subject to an arbitrary lim. 
itation of thirty years, and if the con- 
tingency which is to divest the title does 
not happen within said thirty years, the 
title remains absolute, and the future 
right ceases to exist. 


The statute does not apply to a case 
where both the original fee simple and 
the right of reverter or the right to enter 
for a breach of condition subsequent are 
held by public, charitable or religious 
organizations. Likewise it does not apply 
to a deed or gift of the Commonwealth or 
any political subdivision. The best recent 
illustration of the evils this statute was 
intended to prevent is Brown v. Indepen- 
dent Baptist Church of Woburn, 325 
Mass. 645. 


The effective date of the statute is Jan. 
1, 1955. It shall apply only to inter vivos 
instruments taking effect after that date, 
to wills where the testator dies after that 
date, and to appointments made after 
Jan. 1, 1955, including appointments by 
inter vivos instruments or wills under 
powers created before the effective date. 


GUY NEWHALL 
Lynn, Mass. 
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P.L. 512: Permits payment of certain 
trust accounts to beneficiary on death of 
trustee by savings and loan, and similar 
associations. 
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Income Taxation 
(Continued from page 682) 


3. Amounts paid upon surrender, 
redemption or maturity of a policy or 
refund of consideration paid in dis- 
charge thereof, are taxable only to the 
extent that they, together with such 
amounts already recovered on a tax- 
free basis, exceed the total consideration 
paid. This is true whether such payment 
was received before or after the annuity 
starting date. 


4. The taxable portion of the lump 
sum payments shall not be subject to a 
greater tax than if ratably received in 
the taxable year and the two-year period 
prior thereto. 


Annuity in Lieu of Lump Sum— 


Sec. 72(h) (New) 


Under the old law, where an insured 
had a right under a contract to receive 
a lump sum or installment of annuity 
payments upon the maturity of such 
contract and failed to make an election 
prior to the maturity date, all gain on 
the contract constituted taxable income 
in the taxable year of maturity. Under 
the new law, the taxpayer may make 
the election up to sixty days after the 
time that the lump sum first becomes 
payable. Where such an election is made, 
no part of the lump sum will be con- 
sidered as being includible in the gross 
taxable income in the taxable year when 
the contract matures. 


Rules for Transferee When 
Transfer was for Value—Sec. 


72(g) (Revised ) 


The new law incorporates the rule of 
existing case law to the effect that a 
transferee of a contract now includes 
beneficiaries and the estate of such 
transferee. 


Certain Death Bene ec. 101 


(Revised ) 


Proceeds of a life insurance contract 
payable by reason of the death of an 
insured continue to be exempt from in- 
come taxes with the following excep- 
tions: 


1. In transfers for valuable consid- 
eration, excess of proceeds over actual 
value of consideration plus subsequent 
premiums paid by transferee constitutes 
taxable income. New Code continues, 
as an exception to this rule, the case 
where the transferee’s basis in the con- 
tract is determined by reference to trans- 
feror’s basis. Additional exceptions have 
also been set. Where the transfer is 
made to the insured, his partner, his 
partnership, or a corporation of which 
he is stockholder or officer, the general 
rule will be inapplicable and the pro- 
ceeds will be exempt from income taxes. 
Formerly, the exception was limited by 
T.D. 3212 to the insured himself. 


This liberalized approach to transfers 
for value opens up new opportunities. 
Properly applied, it will materially as- 
sist in many partnership and stock pur- 
chase arrangements in situations where 
existent contracts constituted somewhat 
of a stumbling block. 


2. Installment payments will no 
longer be tax exempt in their entirety. 
The proceeds held for any beneficiary 
are to be pro-rated over the term of 
payment, and the excess actually received 
over the amount determined by the pro- 
ratio is taxable. However, if the benefi- 
ciary is the insured’s surviving spouse, 
up to $1,000 of such excess will be tax 
exempt in each year. No exceptions are 
given to any other class of relatives. 


Employee Death Benefits—Sec. 
101(b) (Revised ) 
The $5,000 death benefit exclusion 


is continued with these changes: 
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1. No written contract is neces- 
sary. 

2. Total exclusions for each de- 
ceased employee cannot exceed $5,000. 


3. No exclusion is allowed where 
employee had nonforfeitable right to 
receive payments while living. (This 
exception does not apply to certain 
distributions from exempt employee’s 
trusts). 


4. Exclusion does not apply to 
payments to a surviving annuitant of 

a joint and survivor contract, if em- 

ployee received or was entitled to re- 

ceive any annuity prior to death. 

Consideration for annuity te survivor 
includes the amount excludible under 
this subsection. 

It is to be observed that the exemp- 
tion will not apply to insurance pro- 
ceeds payable pursuant to separation 
agreements and taxable as alimony. 


Income in Respect of Decedents— 


Sec. 691 (Revised ) 

With a number of major changes, 
Sec. 126 of the 1939 Code has been 
carried over to the new law. These in- 
clude: _ 

(a) Under old Code, after death of 
A, items of income distributed to B 
would be taxable to B as received. If 
such income was not fully received at 
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B’s death, the amount remaining would 
be included in B’s final income tax re- 
turn. New law provides for similar treat- 
ment for income in respect of successive 
decedents, eliminating the requirement 
that the value of the right to receive the 
future payments be included in B’s final 
return. It must be shown, however, that 
the right to the income arose by death 
of prior decedent or by inheritance from 
him. 

(b) Under old law gains on balance 
of installment obligations were taxable 
in full in decedent’s return unless a 
bond was filed to insure the continued 
payment of the tax on the installment 
basis. New law makes installment obli- 
gations income in respect of decedent, 


and no bond need be filed. 


(c) New rules are provided for ap- 
portionment of estate tax deductions be- 
tween estate or trusts and beneficiaries. 
The revision has been necessitated by 
changes in income taxation of estates, 
trusts and beneficiaries. 


(d) Where annuitant dies after De- 
cember 31, 1953, and annuity starting 
date, part of the payments received by 
the survivor-annuitant are considered 
as income in respect of a decedent. This 
will permit the survivor-annuitant to 
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deduct a portion of the estate tax paid 
by the prior annuitant’s estate. A special 
computation is required, and the deduc- 
tion is allocated over the life expectancy 
of the survivor-annuitant so that full 
benefit of the estate tax deduction is 
realized only if  survivor-annuitant 
reaches his life expectancy. 


Redemption of Stock for Death 
Taxes—Sec. 303 (Revised ) 


More liberal rules have been adopted 
whereby stock can be redeemed to pay 
death taxes without incurring liability 
for ordinary dividend income. The fa- 
vorable status applies not only where 
the stock is valued at more than 35% 
of the gross estate (as formerly) but 
also if it exceeds 50% of the taxable 
estate. For this purpose, the stock of 
two or more corporations may be aggre- 
gated if the estate (including the surviv- 
ing spouse in community property 
states) owns more than 75% in value 
of the outstanding stock of each. 


The amount that may qualify for 
preferential status is expanded to include 
not only death taxes and interest thereon 
but also funeral and administration ex- 
penses allowable as deductions from the 
gross estate. The time within which dis- 
tribution may be made is extended up 
to 60 days after Tax Court decision be- 
comes final on petition for redetermina- 
tion of estate tax deficiency. 


Basis of Property from Decedent— 
Sec. 1014 (Revised ) 


For property acquired from a dece- 
dent, the basis for gain or loss shall be 
the date-of-death value or the optional 
value one year later, if such property 


is included in the decedent’s taxable 


estate. Thus, property received by gifts 
in contemplation of death or gifts in- 
tended to take effect at death, joint ten- 
ancies, or estates by the entirety will 
now be assigned a new tax basis after 
the decedent’s death. To obtain this new 
basis, the person receiving such prop- 
erty must not have disposed of it before 
decedent’s death. 


Accumulation of Surplus—Secs. 


531-5 (Revised ) 


The penalty for unreasonable accum- 
ulation of corporate surplus under old 
Sec. 102 has been modified in several 
respects. The penalty surtax will not be 
imposed on corporations with accumu- 
lated earnings of less than $60,000; 
reasonable needs will include reasonably 
anticipated needs; and the burden of 
proof is shifted to the government in 
certain cases. 


ESTATE TAXES 
Annuities—Sec. 2039 (New) 


New section specifically provides for 
the inclusion in gross estate of decedents 
dying after December 31, 1953 of value 
of annuity and death benefit payments 
other than life insurance made to sur- 
viving beneficiary under a_ contract 
made after March 3, 1931 where dece- 
dent, alone or with another, had right 
to receive annuity or other payments 
during his life. Accordingly, value of 
payments made to surviving benefici- 
ary under survivorship annuities, re- 
fund or guaranteed payment annuities 
or contracts with an employer providing 
for similar benefits will be included in 
gross estate to the extent decedent paid 
cost of contract. 


Proceeds of Life Insurance—Sec. 


2042 (Revised ) 


Section 811(g) (2) of the 1939 Code 
has been drastically revised to eliminate 
the premium payment test. Under the 
old law, proceeds of life insurance con- 
tracts on the life of a decedent, receiv- 
able by beneficiaries other than the 
executor, are includible in decedent’s 
gross taxable estate in the proportion 
that the amount of the premiums or 
other consideration paid directly or in- 
directly by the decedent, bears to the 
total premiums paid. Under the new law, 
where insurance proceeds are receivable 
by named beneficiaries, they will be re- 
quired to be included in the decedent’s 
gross taxable estate, only if they were 
payable under policies with respect to 
which decedent possessed any of the 
incidents of ownership, either exercis- 
able by himself alone or in conjunction 
with any other person, at the time of his 


death. 


The new law broadens the definition 
of “incidents of ownership” in that it 
now includes a “reversionary interest” 
whether such reversionary interest arises 
by expressed terms of the policy, or 
other instrument, or by operation of 
law. To require inclusion, however, the 
value of such reversionary interest must 
exceed 5% of the value of the policy 
immediately before the death of dece- 
dent. 


Elimination of the premium payment 
test will be a boon. Not only will it re- 
sult in much additional life insurance, 
but substantial estate taxes can now be 
saved under policies already in force. In 
this one section of the new law alone, 
extraordinary opportunities exist for es- 
tate planners to render extremely valu- 
able professional services. 
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Estate Taxation 
(Continued from page 686) 


shares of a domestic corporation, thus 
permitting U. S. institutions to hold 
foreign shares of a nonresident alien 
without subjecting the shares to estate 
tax. The rule also conforms the estate 
tax law to the tax conventions which 
the United States has entered into with 
many foreign nations.” 


Members of the Armed Forces.—In 
conformity with the income tax pattern 
(see new §§$112, 692) the exemption of 
members of the Armed Forces who die 
in a combat zone or from wounds or 
diseases incurred there is extended to 
cover any period in which persons are 
generally subject to induction. This pro- 
vision, easily overlooked, is one that 
should appear in every estate planner’s 


check list. ($2201.) 
GIFT TAX 


General comments.— The new tax 
will be imposed beginning with the cal- 
endar year 1955. Because of the cumu- 
lative pattern of gift taxation, taking 
into account the total previous gifts 
made by the donor in determining the 
rate of tax upon present gifts, the law 
of previous years will continue to be of 
importance (see $2504). Major changes 
effected by the new code are in the areas 
where donors seem most frequently to 
exercise their generosity—transfers to 
minors and transfers between spouses. 


Exclusions—Gifts to minors.—One of 
the most difficult problems for the law- 
yer has been the planning of gifts to 
minors which are practical on the one 
hand (in view of the minor’s inexperi- 
ence and legal disabilities), and are 
nevertheless entitled to the $3,000 ex- 
clusion—i.e., not gifts of “future inter- 
ests.”* The efforts of draftsmen to cope 
with this problem have not always been 
greeted with approval by the courts, 
mainly because the statutory term “fu- 
ture interests” has been judicially ex- 
tended to include any situation involving 
factually postponed legal benefit, not 
without some disagreement.* 

*See, e.g., Article II(f) of the United States- 
Canadian Death Tax Convention of 1950, 1945 


Cum. Bull. at 382, and T.D. 5455, 1945 Cum. Bull. 
at 387. 


®See Shattuck, A Practical Consideration of Some 
of the Legal and Tax Problems Inherent in Gifts 
to Minors, 31 B.U.L. Rev. 451 (1951). 


See, e.g., Arthur C. Stifel, Jr., 17 T.C. 647-650 
(1951) and opin. aff’g. 197 F. (2d) 107, 110 (2d 
Cir. 1952); Rev. Rul. 54-91, Int. Rev. Bull. 1954-10, 
Page 14; Kieckhefer v. Comm., 189 F. (2d) 118 
(7th Cir. 1951); Gilmore v. Comm., —. F. (2d) 

, (6th Cir. 1954). Compare Rogers, Outright 
Gifts to Minors and the Gift Tax Exclusion, with 
Fleming, A Different View of Outright Gifts to 
Minors, 7 Tax L. Rev. 84 and 89 (1951); recent 
case, 65 Harv. L. Rev. 703 (1952). 


Aucust 1954 


Section 2503(c) will exclude from the 
definition of a future interest any part 
of a gift to a minor if both the property 
given and the income therefrom may be 
spent by or for the minor during his 
minority and will pass (if not so spent) 
to the minor at 21—or to his estate or 
appointee if he dies before 21. 


To meet the standards of the new 
statute, a trust for minor beneficiaries 
would apparently have to direct the 
trustee 1) to pay out up to the entire 
income and principal to or for the bene- 
fit of the minor beneficiary during min- 
ority; 2) to distribute all property un- 
expended to the minor at 21; and 3) to 
distribute all property and unexpended 
income to the estate of the minor or to 
his general appointee should he die be- 
fore 21. An outright transfer to a guard- 
ian of the minor’s estate would seem 
to satisfy the new requirements while 
still preserving adult supervision of the 


fund. 


As to the first requirement, the Sen- 
ate changed the language of the House 
provision so as to require only that the 
trustee be authorized—not required— 
to expend income and principal on be- 
half of the beneficiary. In effect, the 
substitution by the Senate of “may” for 
“will,” ostensibly to promote clarity, 
overrules the holding of Comm. v. Diss- 
ton, 325 U.S. 442 (1945) where the 
right of trustees to accumulate sums not 
needed for “education, comfort and sup- 
port” was held to attach the quality of 
futurity to the interests. 


As to the extent of limitations upon 
the trustee possible without rendering 
the interest “future,” it would seem 
that the trustee could be limited by 
any of the customary standards (e.g., 
“so much as is necessary for support, 
maintenance and education”) so long 
as he is able to pay out all of income 
and principal under whatever standards 
are imposed. In this connection, the new 
provision should not affect the present 
rule recognizing that a part of a gift 
may be present as to income, future as 
to principal.® The new statute only sets 
forth the conditions which must be satis- 
fied in order that “no part of the gift 
be considered a future interest.” How- 
ever, the draftsman should beware lest 
he render the present income interest in 
a Phillips situation impossible of valua- 
tion by permitting an invasion of prin- 
cipal for other beneficiaries.® 


See Jesse S. Phillips, 12 T.C. 216 (1949). 


*See William H. Kniep, 9 T.C. 948, 946 (1947), 
aff'd 172 F. (2d) 755 (8th Cir. 1949). 





The new statute also apparently re- 
quires an immediate distribution at age 
21, not just a provision giving the bene- 
ficiary the right to demand the property 
upon reaching adulthood or thereafter. 


As to the effect of other provisions 
in the trust upon the problem, we can 
look for regulations to elaborate on 
this subject; the statute itself says 
nothing. It is possible, for example, that 
a settlor-donor retaining veto rights over 
the trustee’s power to sell corpus might 
fall afoul of the requirements of Sec- 
tion 2503(c) that the “property” as 
well as the income be expendable by or 
on behalf of the beneficiary.* 


Exclusion.—The other change in the 
provisions of the gift tax statute dealing 
with the “future interest” exclusion 
overrules a line of Tax Court cases 
affirmed in the Third and Eighth Cir- 
cuits, holding that a right in trustees to 
accelerate the distribution of principal 
to the same beneficiary who holds a 
present right to income, may render 
incapable of valuation (and thereby dis- 
qualified from the exclusion) the bene- 


7Cf. Gilmore, supra, where power in the trustee 
to invest corpus in a non-income producing prop- 
erty was held no restriction sufficient to deprive 
the beneficiaries of the right to demand payment 
at any time, and therefore not a future interest. 
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ficiary’s otherwise qualified present in- 
terest in income.® Section 2503(b) pro- 
vides that such a power to accelerate or 
otherwise terminate a present interest 
will be “disregarded” for purposes of 
the exclusion if no part of the present 
interest can pass to someone other than 
the holder of that interest. 


Here, once more, the draftsman 
should beware of such a power if it may 
possibly be construed as empowering 
the trustee to terminate the present in- 
terest of one beneficiary in favor of 
another beneficiary. For example, if 
three minors, aged 10, 12 and 14, are 
given present interests in income of a 
common trust fund with rights to prin- 
cipal at 21 and the trustee is also given 
a power to accelerate by distributing 
part or all of principal to each at age 
18, the possibility of a distribution of 
principal might be construed to render 
all of the present interests incapable of 
valuation, since a distribution of prin- 
cipal to one beneficiary would diminish 
the income available to the others. See 
Kniep, supra. Perhaps the best remedy 
in such cases is to provide for fractional 
divisions of corpus into separate funds 
—one for each beneficiary—with pro- 
visions for payment of income and ac- 
celeration of rights in principal applic- 
able only as to each particular fund. 


Transfers between spouses—General. 
—This is the area of perhaps broadest 
revision, since new provisions are in- 
serted relating not only to the marital 
deduction but also to tenancies by the 
entirety and to transfers of property 
incident to divorce. 


To correlate the Gift Tax with 
changes in the Estate Tax, a new pro- 
vision qualifies for the gift tax marital 
deduction a spousal gift of a life estate 
with a general power of appointment 
as to an interest in property or a spe- 
cific portion thereof. Here, as in the 
Estate Tax, by its terms the statute ap- 
pears applicable, as to gifts of portions 
of a property interest, only where the 
interest and income and the power of 
appointment relate to the same fractional 
portion. 


Likewise, the rules respecting “con- 
versions” of community property into 
separate property are altered to align 
with the Estate Tax. Prior law will still 
be important for determining the amount 
of prior gifts, necessary to establish 
the gift tax bracket for later gifts. 


See, e.g., Evans v. Comm., 198 F. 2d 485 (8d 
Cir. 1952); Rev. Rul. 54-92, 1954 Int. Rev. Bull.- 
10, page 14. 
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Entireties—Section 2515 establishes 
the following Gift Tax rules upon crea- 
tion of tenancies by the entirety, or 
joint tenancies between husband and 
wife in realty: Where one spouse con- 
tributes more consideration than the 
other, the transaction is nevertheless 
not recognized as a gift in the year of 
creation unless the donor (i.e, the 
major contributor) elects to do so by 
reporting the transaction in a return for 
that year. Absent such an election, the 
transaction is viewed as a gift only 
when the tenancy terminates, and to the 
extent the proceeds are returned to the 
spouses differently from the proportions 
in which consideration was paid. The 
provisions appear to be designed mainly 
to benefit home-buyers (see Sen. Rep. 
1622, 83d Cong. 2d Sess., page 128), 
but their potential application is by no 
means so restricted. 


Divorce settlements.—The other pro- 
visions affecting inter-spousal transfers 
relate to property settlements incident 
to divorce. Recognized as transfers for 
adequate consideration (therefore tax- 
free) are transfers “incident to a di- 
vorce” which settle either marital rights 
or rights of children to support, whether 
or not the divorce decree approves the 
agreement, so long as “divorce occurs 
within a reasonable time thereafter.” 


The new section eliminates the rule 
of the Harris case (Harris v. Comm., 
340 U.S. 106 (1950) that an agreement 
made pursuant to a court decree is not 
taxable. Its provisions establish a stand- 
ard roughly similar to what the Treas- 
ury and the courts have been grasping 
for—albeit somewhat uncertainly—since 
the Harris decision.® In effect the new 
statute imposes upon the taxpayer and 
his advisers the problem of resolving a 
number of factual issues (how long 
after the agreement is reached may a 
divorce “reasonably occur,” and what 
is a “reasonable allowance” for child 
support?), attempting to eliminate by 
statutory enactment the more difficult 
legal issues posed upon the remand of 
the McMurtry and Rosenthal cases. 

Challenge of gifts in prior years.— 
By virtue of the cumulative pattern of 
gift taxation, the status and valuation 
of gifts in prior years is important for 
later years in determining the tax upon 
present gifts. New Section 2504(c) pro- 
vides that the value of a gift, providing 
it is reported on a taxable gift tax re- 
turn for a prior year, is conclusive after 


See Rosenthal v. Comm., 205 F. 2d 505 (2d 
Cir. 1953); McMurtry v. Comm., 203 F. 2d 659 
(1st Cir. 1953); Ruby G. Grigg, 20 T.C. 420 (1953, 
Acq.). 





the statute of limitations has run in 
determining the tax rate applicable to 
gifts in later years. The old rule per. 
mitted the Commissioner to challenge 
indirectly the valuation of a prior re- 
ported gift, barred by the statute of lim- 
itations, by increasing its valuation for 
purposes of determining the “true and 
correct aggregate” of previous gifts 
without regard to previous returns or 
determinations, thus enabling him to 
assess a deficiency for a later year based 
solely upon a change of his position as 
to a previous year. See Peters v. Alsup, 
95 F. Supp. 684 (D. Haw. 1951). 


While this change undoubtedly in- 
creases certainty in the gift tax area and 
is therefore helpful in planning a pro- 
gram o fgiving, there remains the prob- 
lem of prior transfers in barred years 
as to which no tax was paid—problems 
of a change of ground not respecting 
valuation but respecting the very exist- 
ence of a taxable transfer. In McMurtry, 
supra, the Commissioner was permitted 
to reverse a prior ruling that a transfer 
was not a taxable gift, and so to recon- 
sider the transfer as a gift in a later 
year for purposes of determining’ the 
proper tax bracket, even though he was 
barred from collecting a tax on the 
earlier gift by the statute of limitations. 


Once the statute has run, there seems 
to be no good reason to conclude the 
Commissioner from challenging indi- 
rectly the status of a transfer as there 
is reason to conclude him on questions 
of valuation. Nevertheless, since Con- 
gress has not seen fit to do so, advisers 
are warned of this uncertainty. 


Nonresident aliens—The provisions 
of former §1000(b), which subjected to 
taxation transfers by nonresident aliens 
of intangible property situated within 
the United States, have been deleted in 
conformity with the general plan of en- 
couraging the use of United States bank- 
ing institutions as depositories by non- 
resident aliens. New §2511(b), like the 
corresponding section in the Estate Tax 
statute, now excludes from the definition 
of property within the United States all 
corporate shares in foreign corpora- 
tions, thus encouraging nonresident 
aliens to deposit such foreign shares 
which they hold in the United States 
institutions and to make transfers of 
such property in the United States with- 


‘out resorting to complicated (and some- 


times ineffectual) tax avoidance de- 
vices.?° 


10See, e.g., Marie-Anne de Goldschmidt Roth- 
schild, 9 T.C. 325, aff'd 168 F. 2d 975 (2nd Cir. 
1948). 
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“CLIFFORD TRUSTS 


HE RECENTLY ENACTED REVENUE 

Code of 1954 provides (Sections 
671-675 and 678). for the codification 
of the great body of case law and Treas- 
ury regulations commonly known as the 
“Clifford! Doctrine,” a body of. rules 
under which the income of irrevocable 
short-term and other trusts where grant- 
ors who have retained a substantial 
measure of control have been taxed to 
the grantor under the broad definition 
of income contained in Section 22(a) 
of the Internal Revenue Code of 1939. 
The regulations*—which have since 1946 
provided detailed rules to determine 
when the trust income is to be taxed 
to the grantor rather than to the bene- 
ficiary or trustee by reason of the grant- 
or’s retention of (1) a reversionary in- 
terest within specified periods of time, 
(2) powers of control by him of the 
beneficial enjoyment of income or prin- 
cipal, or (3) certain broad administra- 
tive powers deemed beneficial to the 
grantor—have now been largely re-en- 


acted in statutory form but with at 
least three important _ liberalizing 
changes. 


Under the present regulations, the 
trust income is taxed to the grantor 
where (1) he has the power (even if he 
does not exercise it) to take back the 
principal or income of the trust within 
15 years from the date of the creation 
of the irrevocable trust if he or she or 
the spouse (living with the grantor and 
not having a substantial adverse inter- 
est in the principal or income) has 
certain designated administrative pow- 
ers or (2) if such administrative powers 
are not possessed, the trust income will 
be taxed to the grantor if the principal 
or income can be recaptured within 10 
years from the date of the transfer in 
trust.8 


eee 


'Helvering v. Clifford, 309 U.S. 381 (1940). 


See Reg. 118, Sec. 39.22(a)-21; T.D. 5488 and 
-D. 5567; see also article by the author in “Taxes 
The Tax Magazine,” July, 1946, pp. 624-6382. 


Reg. 118, Sec. 89.22(a)-22(c); see also Report 
it the Senate Committee on Finance, with respect 
ony 8800, 88rd Congress, 2nd Session, No. 1622, 
DP. 86-87. 
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Tax partner in the New York law firm of 
Webster, Sheffield & Chrystie, the author is 
former Chairman, Subcommittee on Income 
Taxation of Trusts and Estates of Committee 
on Taxation, Association of the Bar of the 
City of New York; Counsel to Association 
of the Bar of the City of New York Fund, 
Inc.; Chairman of Subcommittee on Tax 
Problems of Authors and Inventors, Section 
of Taxation, American Bar Association; 
Member of Committee on Estate and Gift 
Taxes, Section on Taxation, New York State 
Bar Association; a lecturer at Institutes on 
Federal Taxation, and author of articles in 
leading journals. 





Three Changes 


Under the new Code, Sec. 673, the 
grantor is not taxed by reason of the 
retention of a reversionary interest un- 
less the reversion may occur within 10 
years. Moreover, if the beneficiary is 
a designated school, hospital, or church, 
the grantor is to be taxable by reason 
of the retention of a reversionary in- 
terest only if the reversion will occur 
within a period of not longer than 2 
years.* The new statute retains the rule 
of the regulations that the fact that the 
period of reversion is based on the life 
expectancy of a person of less than 10 
years will not render the income taxable 
to the grantor.® 


The new law also liberalizes the regu- 
lations in the treatment of a power to 
apportion income or principal among 
the beneficiaries. Under the regulations,® 
the grantor may, under certain circum- 
stances, be taxed on the income if cer- 
tain related or subordinate trustees hold 
such powers of apportionment regard- 
less of whether they are dominated or 
controlled by the grantor. Under the 
new Code provisions the grantor, who 
has retained certain powers to change 
the beneficial enjoyment of the princi- 
pal or income, will not be taxed if he 
can establish that the related or subordi- 
nate trustee is not acting in accordance 
with the grantor’s desires.’ However, 


4New Code of 1954, Sec. 673(b). 

5Ibid Sec. 673(c). 

®Reg. 118, Sec. 39.22 (a)-21(d). 

TRevenue Code of 1954, Secs. 674(c) and 672(c). 





the grantor must overcome “by a pre- 
ponderance of the evidence” a rebut- 
table presumption that the related or 
subordinate trustee is subservient to him. 


A third important change from the 
present regulations, (commonly known 
as the Mallinckrodt Case Regulations) ® 
is that where a person other than the 
grantor has an unrestricted power to 
regain the trust principal or income, the 
income will not be taxed to the holder 
of such a power where the power is one 
as trustee to apply the income for the 
support of his dependents except to the 
extent that the income is actually so 
applied for the support of such depend- 
ents.? Moreover, a disclaimer (within a 
reasonable time after becoming aware 
of the power) of the right to take back 
the principal or income will prevent 
taxation of the holder of such a power.?° 


It is estimated that these changes will 
cost the Treasury only about three mil- 
lion dollars (as the result of the opera- 
tion of Section 642(b) raising the trust’s 
exemption from $100 to $300 where 
income must be currently distributed. 


It is interesting to observe that neither 
the current regulations nor the new 
Code contain any provisions which 
would indicate that the relationship and 
dependency of the grantor and trust 
beneficiary are to be considered in de- 
termining whether the grantor is to be 
taxed in this type of trust despite the 
fact that in the Supreme Court’s opin- 
ion in the Clifford case itself the close 
family relationship of the grantor and 
beneficiary was an important factor. 


These new “Clifford” provisions are 
applicable only to years beginning after 
December 31, 1953 and ending after the 
date of enactment of the new Code.” 


Illustrative Cases 


The following fairly typical hypo- 
thetical cases illustrate how the new 


8Mallinckrodt v. Nunan, 146 F. (2d) 1, cert. 
den., 324 U.S. 871; Reg. 118, Sec. 39.22 (a) -22. 


®*Rev. Code of 1954, Sec. 678(c). 

10Tbid, Sec. 678(d). 

MSenate Finance Committee Report, ibid, p. 87. 
12Revenue Code of 1954, Sec. 688. 
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Code provisions will provide greater 
flexibility in the operation of these irre- 
vocable short-term and other trusts 
where the grantor has chosen for prac- 
tical reasons not to part with all 
“strings” to the property he has placed 
in trust. 


If A creates an irrevocable trust with 
a reversion of the principal to him 14 
years later and he retains the right as 
trustee to control the investment of the 
trust fund, under the regulations he 
would be taxed on all the income of 
the trust but under the new Code he 
would not. 


If A creates an irrevocable trust with 
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no provision for a reversion of the prin- 
cipal to him, but provides that his 
brother, who is also his attorney, shall 
have the power as trustee to apportion 
the income (“sprinkle it”) among the 
four adult children of A according to 
their respective needs, A would be tax- 
able under the regulations on all the 
income of the trust but he would not be 
so taxable under the new Code provi- 
sions provided he could prove “by a 
preponderance of the evidence” that his 
brother was not subservient to him. 


If A creates an irrevocable trust for 
his aged sister B, with no retention of 
a reversion in himself, but provides that 
his son C, the trustee, shall have the 
power to apply the income of the trust, 
in his discretion, to the support of C’s 
minor children, under the current regu- 
lations C would probably be taxed on 
the income of the trust but under the 
new Code would be so taxable only to 
the extent that he did in fact so apply 
the income to his children’s support. 


Probably the most serious objection 
to the “Clifford Doctrine” as set forth 
in the reported decisions and Treasury 
regulations, namely that the grantor was 
taxed under the broad definition of in- 
come rather than under definite statu- 
tory provisions designed for taxation of 
the trust relationship, has now been 
eliminated. The result should afford 
greater assurance to estate planners and 
their clients as to the precise limits 
within which the grantor can retain in- 
terests in the trusteed property without 
being taxed on the income. The large 
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number of litigated cases'*. relating to 
such trusts should be greatly reduced 
provided the reasonably clear provisions 
of the new statute are carefully followed 
in drafting the trust instrument. 


The new Code provisions in this area 
are clearly and succintly set forth—in 
happy contrast to the confusing and un. 
duly complicated arrangement of the 
present regulations. They represent a 
great victory for the various groups and 
to the Treasury and Congressional tax 
committee staffs which have been striy. 
ing for years to codify these rules to 
achieve the desired certainty. 
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The Citator of the Commerce Clearing House 
Standard Tax Reports lists 418 cases which have 
cited the Clifford case. 
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A two day program for those whose 
professional activities require familiar. 
ity with the 1954 Revenue Code has been 
announced by the Practising Law Insti- 
tute for September 17 and 18, at the 
Hotel Roosevelt, New York. The Friday 
program will cover partnerships; prob- 
lems of individuals, including life insur- 
ance and annuities; income taxation of 
trusts; estate and gift taxation; and 
practice and procedure. On Saturday, the 
program will deal with taxation of cor- 
porations and the operating problems of 
businesses. 
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Tuition fee for the full program is 
$25, or $12.50 per day. For further de 
tails contact the Practising Law Insti- 
tute, 20 Vesey St., New York 7. 
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HE INTERNAL REVENUE CODE OF 

1954 preserves for the most part 
the provisions of existing law dealing 
with pension, profit-sharing and stock 
bonus plans. For a time, however, the 
House Bill (H.R. 8300) threatened to 
create as distinct a departure in this 


feld as the Revenue Act of 1942 did. 


The House Bill proposed an entirely 
new concept in dealing with qualified 
plans; it was the theory of pushbutton 
controls! Empiric tests were propound- 
ed. If a plan could meet any of the 
enumerated tests, it qualified; if it did 
not meet those specific tests, it failed to 
qualify. No subjective judgment as to 
whether in the opinion of the Commis- 
sioner the plan discriminated in favor 
of any particular group of employees 
was required or permitted. 
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Such a conceptual approach to quali- 
fed plans and trusts would have made 
the field easy to administer. But the re- 
sults could have been disastrous from 
both Internal Revenue’s and the taxpay- 
er’s points of view. As to Internal Reve- 
nue, many plans would have qualified 
which would have shocked the consci- 
ence of most experts in this field. (See 
he examples in the Minority Report to 
he House Bill, pp. B-15 and B-16.) As 
to taxpayers, many plans (e.g., the sal- 
eried plan for employees earning over 
3,600) would have failed to qualify 
even though that type of plan had been 
recognized as valid since 1942. 
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The inability to reconcile the theory 

f pushbutton controls with the facts 
if life led the Senate Finance Committee 
0 revert to existing law with certain 
ery worth while amendments. Sche- 
atically the placing of the pension pro- 
sions in relation to the rest of the 
ode has been changed; but fundamen- 
ally the basic provisions have been 
tained. In this article only the major 
hanges will be discussed. 


1. Qualification 


Basically the same requirements for 
| talifying a pension, profit-sharing or 
Fock bonus plan and trust which have 
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been in effect since 1942 are retained 
in the 1954 Internal Revenue Code. Two 
changes should be noted: 


(a) Trust situs——Under existing law 
Internal Revenue has not recognized, as 
qualified, a pension, profit-sharing or 
stock bonus trust if it was organized 
outside the United States and if it had 
income from sources within the U. S. 
The theory was that §165(a) was de- 
signed merely to postpone the tax on 
U. S. income, not exempt it forever. 
(I.R. Mim. 71.) If a foreign trust with 
U. S. income were qualified, Internal 
Revenue felt the U. S. income might 
never be taxed—either to the trust or 
to the foreign beneficiary. Thus qualifi- 
cation was withheld in such cases. This 
meant the deductibility of the employ- 
er’s contribution to such a trust was 


questionable and the tax consequences. 


to the U. S. employee-beneficiary were 
in doubt. 


The Internal Revenue Code of 1954 
provides that in order to qualify, the 
trust must be organized in the U. S. 
($401(a), 1954 I.R.C.). However, if 
the foreign trust would otherwise qual- 
ify, then the employer is permitted a 
deduction for contributions (within the 
applicable limits) to such a trust (§404- 
(a) (4), 1954 I.R.C.) and the employee- 
beneficiary is entitled to the same treat- 
ment on distribution as an employee- 
beneficiary under a domestic qualified 
trust. (§402(c), 1954 I.R.C.) This 
means that the employee of such a qual- 
ified foreign situs trust would be en- 
titled to the capital gain treatment on 
lump sum distributions from such a 


trust. (See, eg., §402(a) (2), 1954 
I.R.C.) 
(b) Contributions by employer.— 


Under existing law a profit-sharing or 
stock bonus trust could qualify only if 
contributions were made by the em- 
ployer of the particular group of em- 
ployees. Contributions by one not an 
employer, even though affiliated with 
the employer, could disqualify the profit- 
sharing or stock bonus trust. (PS No. 
51B.) Under the new law such a trust 


SS 
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can qualify if contributions are made 
by an affiliated company who would be 
entitled to a deduction for contributions 
to such trust under the conditions speci- 
fied in §404(a)(3)(B) of the 1954 
Code. (§401(a) (1), 1954 I.R.C.) 


2. Taxability of Distributions 
from Qualified Trust 


Again the basic scheme of the exist- 
ing law for taxing distributions from 
qualified trusts has been preserved: As 
a general rule distributions will be tax- 
able as annuities (§402(a)(1), 1954 
I.R.C.) but if the distribution is made 
in a lump sum on separation from ser- 
vice by death or otherwise, capital gain 
treatment will be accorded. (§402(a)- 
(2), 1954 I.R.C.) However, certain 
changes have been made in connection 
with the treatment of distributions: 


(a) Treatment of annuities—Under 
existing law periodic distributions have 
been taxed as annuities under the so- 
called 3% rule. (§22(b) (2) (B), I.R.C.) 
The new law provides that the em- 
ployee’s cost shall be spread evenly 
over the annuitant’s life expectancy and 
the amount so determined shall be ex- 
cluded from gross income annually. 


(§72(b), 1954 I.R.C.) This exclusion is 


Mr. Biegel, a part- 
ner of the firm of 
Lee, Toomey & Kent 
of Washington, D- 
C., which specializes. 
in Federal tax mat- 
ters, was formerly 
with the Chief Coun- 
sel’s Office of the 
Bureau of Internal 
Revenue. Since 1939 
he has done substantial work on the tax- 
able status of employees’ pension and profit- 
sharing plans, and has spoken on the sub- 
ject before the Tax Foundation, Control- 
lers Institute, United States Chamber of 
Commerce in various cities, and the Coun- 
cil of Profit-Sharing Industries, for whose 
Revised Manual he wrote the chapter on 
legal aspects of profit-sharing plans. He is 
also a co-author of the book “Pensions and 
Profit-Sharing” recently published by Bu- 
reau of National Affairs, Inc. 
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to remain the same even though the 
employee outlives his life expectancy. If 
the amounts payable under the annuity 
in the first three years equal or exceed 
the employee’s cost for the annuity, then 
the employee may exclude all annuity 
payments until he has recovered his 
cost taxfree; thereafter all annuity pay- 
ments will be taxable in full. ($72(d)- 
(1), 1954 IL.R.C.) 


(b) Death after separation from ser- 
vice.—Under existing law if an em- 
ployee retires, receives some distribu- 
tions from the trust and then dies, the 
lump sum distribution to his designated 
beneficiary is not entitled to the capital 
gain treatment but is subject to the 
ordinary income tax rates in the hands 
of the beneficiary. The new law per- 
mits such lump sum distributions on 
death after separation from service to 
be treated as capital gain. ($402(a) (2), 
1954 I.R.C.) 


(c) Termination of plan.—Under ex- 
isting law if a qualified trust is termi- 
nated but the employee continues in 
service, the lump sum distribution to 
the employee is taxable at the ordinary 
income tax rates. (Glinske, 17 T.C. 562.) 
The Tax Court, however, has held that 
if the business of the employer is term- 
inated (even though it is taken over by 
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another taxpayer in a tax-free reorgan- 
ization), then there has been a termina- 
tion of employment which entitles the 
employee to treat the distribution from 
the terminated trust as capital gain. 
(Miller, 22 T.C. No. 41.) 


The new law recognizes the latter 
situation in a limited area—i.e., when 
distributions from the qualified trust 
are made on termination of a plan inci- 
dent to the complete liquidation of the 
employer (whether by reorganization or 
otherwise) which occurred prior to the 
date of enactment of the 1954 Code and 
when the trust distributions are made 
after December 31, 1953 and before 
January 1, 1955. (§402(e), 1954 L.R.C.) 
This represents a substantial contrac- 
tion of the House provisions in this re- 
spect. (See §401(b)(C) and §401(b)- 
(2) (B) of H.R. 8300 as passed by the 
House of Representatives.) In view of 
this legislative history, considerable 
doubt is cast on the validity of the 
holding in the Miller case for future 
years. 


(d) Distributions of employer’s se- 
curities—Under existing law if a dis- 
tribution from a qualified trust includes 
securities of an employer corporation, 
the tax on the unrealized appreciation in 
the value of such securities is postponed 
until those securities are disposed of by 
the beneficiary. (§165(b), I.R.C.) “Se- 
curities of the employer” were deemed 
to include the securities of a parent or 
subsidiary corporation if more than 
50% of the stock was owned in the 
parent-subsidiary chain. (§130A(d) (2) 
and (3), I.R.C.) If a company was 
owned by two other companies in ex- 
actly a 50-50 ratio, then the benefits of 
this provision were inapplicable since 
the trust could not invest in its own se- 
curities (which were owned entirely by 
its “parents”) and the securities of 
either of its “parents” failed to meet 
the “more than 50%” test. The new law 


Complete banking 


corrects this. Now the ownership of 
50% of the stock in the parent-subsid. 
iary chain will qualify and a distribu. 


tion of stock of such a “parent” or “sub. 
sidiary” will entitle the employee to thef 
benefits of postponed tax on unrealizedf 


appreciation in such securities. ($421. 


(d) (2) and (3), 1954 I.R.C.) 


3. Taxability of Distributions 
from Qualified Plan 


Under existing law distributions from 
a qualified plan were not treated as 
favorably as distributions from a quali- 
fied trust. The latter were entitled to 
capital gain treatment in certain in 
stances (§165(b), I.R.C.); the former 
were not. (PS No. 61.) The ‘new law 


corrects this disparity in some respects: 
Capital gain treatment is extended tof} 


lump sum distributions from qualified 
nontrusteed plans on termination of 
employment by death or otherwise, or 
the death of the employee after ter- 
mination of employment. (§403(a) (2)- 
(A), 1954 I.R.C.) However, no provi- 
sion is made in the case of a qualified 
nontrusteed plan for capital gain treat- 
ment of lump sum distributions on ter- 
mination of a plan incident to the com. 
plete liquidation of a business, compar: 
able to that granted by §402(e) in the 
case of a qualified trust. 


4. Deductibility by Employer 


H.R. 8300 as passed by the House of 
Representatives contained several inter- 
esting innovations in the provisions re- 
lating to the deductibility by the em- 
ployer of contributions to qualified 
plans or trusts. For instance, the 5% 
deduction permitted by §23(p) (1) (A)- 
(i) of the present Code was expanded 
to 10% and no actuarial justification 
was required until the past service cost 
had been fully met. (§403(a) (1) (A), 
H.R. 8300 as passed by the House of 
Representatives.) However, the Senate 
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went back to existing law with certain 
exceptions: 

) Affiliated groups.—Under exist- 
ing law if any affiliated group has a pen- 
sion, profit-sharing or stock bonus plan, 
each member of the group could make 
contributions and claim deductions only 
on behalf of its own employees. Any 
loss member of the group could not 
make a contribution to the plan nor 
could the profit members make one on 
behalf of the loss members. (PS No. 
51B.) 


This is now changed. In the case of 
a profit-sharing plan or a stock bonus 
plan in which contributions are made 
based on profits, the profit members of 
an affiliated group may make a contri- 
bution and secure a deduction for that 
contribution on behalf of the employees 
of the loss member. If consolidated re- 
turns are filed by the group, the con- 
tributions may be allocated among the 
profit members as they see fit. If sepa- 
rate returns are filed by the group, the 
profit members must contribute in the 


proportion that each member’s profit 
bears to the consolidated profits. (§404- 
(a) (3) (B), 1954 I.R.C.) 

(b) The 60-day accrual period.— 
Under existing law contributions to a 
qualified plan or trust are deductible in 
the taxable year of an accrual basis tax- 
payer if payment is made within 60 
days following the close of the taxable 
year. (§23(p) (1) (E). LR.C.) This was 
a wholly arbitrary period and had no 
relation to the time the books were 
closed, the tax returns were due or 


filed, etc. 


The new law corrects this and permits 
a deduction in such a case if payment 
is made within the time prescribed by 
law for filing the return for such tax- 
able year, including extensions thereof. 


($404(a) (6), 1954 I.R.C.) 


(c) Negotiated plans——Under exist- 
ing law many union negotiated plans 
fail to qualify—principally because the 
plan may provide fringe benefits other 
than retirement benefits. The United 
Mine Workers Fund is such a plan and 
has been held by the Internal Revenue 
Service not to qualify. Under such cir- 
cumstances the deductibility of the em- 
ployer’s contributions to the plan is 
questionable. 


The new law permits a deduction by 
an employer of contributions to certain 
negotiated plans as an ordinary and 
necessary business expense even though 
the plan may not qualify. (§404(c), 
1954 I.R.C.) However, the description 
of the plan to which this section relates 
is so narrow and restricted that it is 
probably limited only to the United 
Mine Workers Fund. 


(d) Carry-over of deductions on re- 
organizations.—Under existing law con- 
siderable doubt had been raised as to 
the ability of a successor corporation 
in a reorganization to take advantage 
of the carry-over deductions of a pre- 
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decessor company. The question was 
whether the successor corporation was 
“the taxpayer” entitled to the benefits 
of §23(p) (1) (A) (iv) of the Code. The 
Bureau had limited the ability of a 
taxpayer to claim the carry-over deduc- 
tion for contributions made by a prede- 
cessor company only to the case where 
the reorganization was a tax-free statu- 
tory merger. (PS No. 62.) 


Under the new law the benefit of the 
carry-over deduction provisions is ac- 
corded not only to successor corpora- 
tions in the case of a tax-free statutory 
merger but also to certain other tax-free 
liquidations and reorganizations. Basic- 
ally this carry-over provision will apply 
in the cases in which a corporation 
acquires substantially all the property 
of another corporation in a tax-free dis- 
tribution or transfer. (§381(c) (11), 
1954 I.R.C.) It will not apply in the 
case of splitups, spin-offs or other di- 
visive reorganizations. (Senate Finance 
Committee Report, p. 52.) 


5. Treatment of Qualified Trusts 


Under existing law §165 prescribed 
the entire treatment of qualified trusts. 
The section contained a specific dis- 
claimer that a qualified trust “shall not 
be taxable under this Supplement and 
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no other provision of this Supplement 
shall apply with respect to such trust.” 
If any legal restriction was to be placed 
on the activities of a qualified trust, it 
had to be predicated on the statutory 
limitation that the trust must be used 
for the exclusive benefit of the employ- 
ees and their beneficiaries. 


The House version of H.R. 8300 at- 
tempted a major change in this respect: 
It placed the definition of qualified 
trusts in the chapter dealing with other 
types of exempt organizations. ($501 (e), 
H.R. 8300.) It spelled out certain trans- 
actions which were prohibited for qual- 
ified trusts. (§503(c), H.R. 8300.) It 
provided that a qualified trust could not 
invest its income in a manner to jeop- 
ardize the functions of the trust. ($504, 
H.R. 8300.) It described precisely the 
type of investments which a qualified 
trust could make. (§505.) Finally, it 
made qualified trusts subject to the un- 
related business income tests of other 


charities. (§§511-515.) 


The Senate retreated a good way in 
that respect and the new law is in no 
wise as radical in its treatment of qual- 
ified trusts. Nevertheless the new statu- 
tory restrictions on the activities of a 
qualified trust are worthy of comment: 


(a) Prohibited transactions.—These 
include (1) the making of loans with 
inadequate security or at unreasonable 
interest, (2) the payment of excessive 
compensation, (3) the rendering of ser- 
vices on a preferential basis, (4) the 
purchase of securities or other property 
at more than adequate consideration, 
and (5) the sale of securities or other 
property at less than adequate consid- 
eration, by the qualified trust to its cre- 
ator or certain related taxpayers. (§503- 
(c), 1954 I.R.C.) These restrictions are 
made applicable only to transactions 
effected after March 1, 1954. (§503(a) 
(1), 1954 I.R.C.) With respect to a so- 
called “bad” loan, if it was made before 
March 1, 1954, and any part was repay- 
able prior to December 31, 1955, re- 
newal on the same terms to December 
31, 1955 will be permitted. Conversely, 
if the loan was made before March 1, 
1954, repayable on demand, continua- 
tion beyond December 31, 1955 will be 
a prohibited transaction. (§503(g) (1) 
and (2), 1954 I.R.C.) 


It should be noted that if a qualified 
trust engages in a prohibited transac- 
tion, it will be denied exemption for 
taxable years after the taxable year dur- 
ing which it is notified by the Secretary 
of the Treasury or his delegate that it 
has engaged in a prohibited transaction. 
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(§503(a) (2), 1954 I.R.C.) If the pro- 
hibited transaction was entered into for 
the purpose of diverting corpus or in- 
come from its exempt purpose and in- 
volved a substantial part of the corpus 
or income, presumably the disqualifica- 
tion can be immediate. 


(b) Allowable investment provisions. 
—While the House Bill had set forth 
the type of investments a quilified trust 
could make, the new law has eliminated 
all restrictions on investment designed 
to disqualify the trust. Presumably the 
provisions of existing law would remain 
applicable in that regard. 


(c) Unrelated business income.—Un- 
der existing law a qualified trust could 
engage in any business activity which 
did not violate the provisions of the 
trust agreement. Accordingly, many 
trusts acquired operating businesses or 
other properties either with their own 
funds or with borrowed funds. Similar 
activities by other exempt organizations 
(i.e., so-called §101 charities) had re- 
sulted in the enactment of Supplement 
U of the existing law, which taxed such 
charities on their unrelated business in- 
come where the business was acquired 
with borrowed funds. (See §301, Rev. 
Act of 1950.) The restrictions on unre- 
lated business income have now been 
made applicable to qualified trusts. 
($$511-515, 1954 I.R.C.) It should be 
noted that (unlike the prohibited trans- 
action provisions), if a qualified trust 
engages in unrelated business activities, 
it does not lose its exempt status but is 
merely taxed on its unrelated business 
income. 


6. Miscellaneous Tax 
Consequences 


Certain other tax changes made by 
the new law which do not fit precisely 
in any of the foregoing categories might 
be noted: 


(a) Annual exclusion.—Under exist- 
ing law Social Security benefits and 
certain other retirement payments of 
the Federal Government are exempt 
from income tax. Private pensions are 
not. Under the new law an individual 
will be permitted to take a credit against 
his tax liability equivalent to the tax 
at the first bracket rate on the amount 
of his retirement income up to $1,200. 
($37(a), 1954 I.R.C.) Such retirement 
income will include private pensions and 
annuities (§37(c), 1954 I.R.C.) and 
will be applicable in the case of private 
pensions only if the individual has at- 
tained age 65. 


(b) The $5,000 death benefit exclu- 











sion.—Under existing law amounts re. 
ceived not in excess of $5,000 under , 
contract of an employer paid by reason 
of the death of the employee are ex. 
cludible from. gross income. (§22(b). 
(1) (B), I.R.C.) In the case of pay. 
ments made from a qualified plan or 
trust this $5,000 exclusion has been 
limited by Internal Revenue only to 
cases where the employee’s interest was 
forfeitable. (§39.22(b) (1)2(d) (1), 
Regs. 118.) 


The new law provides that the $5,000 
exclusion with respect to death benefits 
shall be applicable to payments made 
from a qualified pension, profit-sharing 
or stock bonus trust, or under an an. 
nuity contract under a qualified annuity 
plan, whether or not the employee’s in. 
terest is forfeitable or nonforfeitable. 


($101 (b) (2) (B), 1954 I.R.C. 


(c) Estate tax consequences.—Under 
existing law there is some doubt as to 
whether benefits payable under a quali- 
fied plan or trust are includible in the 
deceased employee’s gross estate for 
Federal estate tax purposes. Internal 
Revenue has required, as a condition 
of qualification, that trusts permit the 
employees to designate the beneficiary 
of any death benefit. (PS No. 19.) In 
view of this power of designation in the 
employee, it was fairly certain the death 
benefits would be subject to the estate 
tax under one of the provisions of §811 
of the existing Code. 





The new law clarifies this situation. 
It is now provided that there shall be 
excluded from the gross estate of an 
employee the value of any annuity or 
other payment receivable by a benefici- 
ary (other than the executor) under a 
qualified plan or trust. (§2039(c), 
1954 I.R.C.) The exclusion, however, 
is limited only to that portion attribut- 
able to the employer’s contributions; 
to the extent that the death benefit is 
attributable to the employee’s contribu: 
tions, it is includible in his gross estate. 
These provisions are applicable only to 
decedents dying after December 31, 
1953. 


While the structure of the provisions 
dealing with qualified plans and trusts 
has been changed in the 1954 Code s0 
that practitioners may no longer refer 
glibly to §23(p) or to §165, the sub- 
stance of those provisions has been re- 
tained. True, some things new have been 
added. But, like most additives, they 
should afford extra mileage to “old” 
plans and stimulate the installation of 
new ones. 
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The New Tax Law 





ESTATES OF NONRESIDENT ALIENS 


HE INTERNAL REVENUE CODE OF 

1954 has made two significant 
changes which open new opportunities 
for estate planning in the field of estates 
of nonresident aliens. Section 2104 pro- 
vides that stock owned by a nonresident 
alien in a foreign corporation is not 
to be treated as property within the 
United States for estate tax purposes, 
even though the certificates are physic- 
ally located within the United States. 
This rule conforms to the tax conven- 
tions the United States has entered into 
with many countries. The other signifi- 
cant change is made by Section 2501 
which provides in effect that gifts of 
intangibles located within the United 
States shall not be subject to gift tax 
when made by nonresident aliens not 
engaged in business in the United States. 


Before World War II, it was common 
practice for nonresident aliens to hold 
securities in the United States in so- 
called number accounts standing in the 
name of Swiss or other foreign banking 
firms. The death of the real owner 
seldom if ever came to the attention of 
the United States tax authorities since 
such estate administration proceedings 
as might be necessary took place abroad. 
The foreign banking firm, moreover, 
relying on its “banking secret” failed 
to disclose the death of the real owner. 
At the same time, the United States 
broker or bank holding the account re- 
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mained innocent of any tax evasion 
because it had no knowledge of the de- 
cedent’s death. The result was that 
United States estate taxes were of little 
or no concern to a nonresident alien 
seeking to invest in the United States. 


World War II regulations which 
compelled, under certain circumstances, 
United States banks and brokers to 
identify ownership of accounts of this 
type put an end to such practical im- 
munity from United States estate taxes. 
The result was a withdrawal of many 
such accounts from the United States 
and a consequent loss of business to 
United States banks, trust companies 
and brokers carrying accounts for such 
nonresident aliens, without any com- 
pensatory increase in taxes to the United 
States. 


Barriers Substantially Removed 


The new sections represent an attempt 
to attract the return of such accounts 
to the United States. While the new 
legislation does not eliminate all of the 
problems, it does at least represent a 
substantial step in that direction. 


Prior to the 1954 Code, the gift of 
any asset having a situs within the 
United States exposed the transaction to 
United States gift tax. Thus, if a gift 
was to be made by a nonresident alien, 
good tax planning called for the with- 
drawal, before making the gift, of the 
asset from the United States and even 
its conversion into an asset which had 
no relation to the United States, such 
as securities of a foreign corporation 
held outside the United States. Once 
withdrawn from United States banks, 
trust companies or brokers, such securi- 
ties did not always return. 


Among other fears which plagued the 
tax planner was concern about the gift 
in contemplation of death provisions 
upon return of the asset to the United 
States,1 or even of gift tax liability. It 
is improbable, however, that the provi- 
sions of the present Code eliminating 


1Cf. Former IRC § 862(b), now Internal Rev- 
enue Code of 1954 § 2104(b). 


the gift tax liability likewise eliminate 
the possibility of treating the transfer 
as a gift in contemplation of death, un- 
less the asset is one not having a situs 
within the United States for estate tax 
purposes in contrast to gift tax purposes. 


In any event, however, what the new 
gift tax section does do is to open the 
door to the creation of irrevocable trusts 
by nonresident aliens, without any fear 
of gift tax. At the same time there is the 
potential saving of estate taxes normally 
incident to irrevocable trusts. If there 
is any fear of treating the transaction 
as a gift in contemplation of death, the 
trust corpus can be held temporarily in 
securities of foreign corporations. Un- 
der such circumstances, death within 
the three-year gift in contemplation of 
death period would not result in any 
estate tax because of Section 2104 re- 
ferred to above. After the three-year 
period is over, the portfolio can be 
converted into any form without fear 
of estate taxes. 


Where the settlor’s requirements de- 
mand that the trust be in revocable form, 
building the portfolio in securities of 
foreign corporations would also elimi- 
nate the possibility of any United States 
estate tax. The use, as the corpus of the 
trust, of foreign holding corporations 
with portfolios and activities judiciously 
arranged to produce income in propor- 
tions sufficient to avoid personal hold- 
ing company status, opens the door even 
wider to the estate planner who repre- 
sents a nonresident alien client. Insofar 
as use of such foreign corporations is 
concerned, it may be noted that Section 
542 of the 1954 Code now embodies a 
rule previously contained only in the 
regulations, excluding certain classes of 
foreign corporations” from the applica- 
tion of the personal holding company 
taxing provisions. 


Not all provisions of the new Code 
(Continued on page 739) 


2j.e. Foreign corporations which derive more 
than half their income from sources outside the 
United States, if all their stock is owned during 
the last half of the taxable year by non-resident 
aliens either directly or indirectly through other 
foreign corporations. 
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INCOME TAX 


Widow receiving life insurance pro- 
ceeds liable, as transferee, for income 
taxes of decedent-husband. At decedent’s 
death, his estate was insolvent. Taxpay- 
er-widow received proceeds of insurance 
on life of decedent in an amount less 
than income tax owed by decedent. De- 
cedent reserved right to change benefici- 
ary until his death. Government brought 
action in District Court against widow, 
as transferee of husband’s estate for 
unpaid income taxes. 


HELD: Government sustained. Sec. 311 
of Code providing statutory transferee 
liability does not preclude suit under 
general equitable doctrine. Since Federal 
taxation is involved, Illinois law provid- 
ing for exemption of life insurance pro- 
ceeds is inapplicable. Court found that 
decedent, reserving right to change 
beneficiary until his death, had made 
property transfer. Accordingly, widow 
was held liable as transferee. U. S. v. 
New, D.C.N.D. Ill., March 25, 1954. 


Trusts for children recognized as 
limited partners. Taxpayers transferred 
portion of their partnership interests to 
trusts for benefit of children. There- 
after, new partnership agreement was 
executed, admitting trustee as limited 
partner in business. Commissioner as- 
sessed deficiency contending that the 
trust should not be recognized for in- 
come tax purposes, entire partnership 
income being taxable to donor partners. 
Tax Court sustained deficiency. 


HELD: Reversed. Tax Court errone- 
ously based decision on outmoded ob- 
jective tests of new capital or services 
contributed to partnership. Fact that 
trustee was only limited partner was 
considered by Tax Court as proof that 
only purpose in transaction was tax 
avoidance. Following principles in Cul- 
bertson case, Circuit Court found that 
partners entered into valid partnership 
with trustee in good faith. Taxpayers 
made irrevocable gift of partnership in- 
terest in business where capital was ma- 
terial income producing factor. Trans- 
action was not sham but resulted in sub- 
stantial change in partnership structure. 
West v. Comm., 5th Cir., June 30, 1954. 


ESTATE TAX 


Contingent remainder interest not in- 
tluded in decedent’s gross estate. Dece- 
dent’s sister created trust providing for 
Various life estates. Because of invalidity 
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of gifts in remainder, an intestacy re- 
sulted. Decedent, as heir, received one- 
fourth remainder interest in trust estate 
upon death of life beneficiaries if dece- 
dent was then surviving. Decedent pre- 
deceased life beneficiary and Commis- 
sioner assessed deficiency, including 
value of remainder interest in decedent’s 
gross estate. 


HELD: Refund allowed. Decedent, at 
her death, had no interest in trust estate 
of sister. State court decree which held 
accordingly must be followed. To possess 
such interest, decedent would have had 
to survive last surviving life beneficiary. 
J. H. McElroy v. Hinds, D.C.W.D. Okla., 
May 5, 1954. 


Excessive executors’ commissions dis- 
allowed as estate tax deductions. Execu- 
tors of decedent’s estate claimed 4% 
commissions for services rendered. Upon 
judicial accounting in State court, State 
tax authorities objected to commissions 
as excessive and unreasonably reducing 
state inheritance taxes. Court found that 
3% commissions would be considered 
fair compensation for inheritance tax 
purposes. However, court allowed origi- 
nal commissions to be paid, for estate 
accounting purposes, since residuary 
legatee made no objection. Commissioner 
disallowed executors’ commissions in ex- 
cess of 3%, considered by State court 
as fair compensation. Upon payment of 
deficiency, suit was instituted for refund. 


HELD: Refund denied. Pennsylvania 
has no statutory rules for executors’ 
commissions, but compensation is fixed in 
each case by courts. Thus, statutory 
provisions of Sec. 812(b) allowing de- 
ductions for administration expenses “as 
are allowed by the laws of the jurisdic- 
tion . . . . under which the estate is 
being administered,” would mean the 
expenses approved as fair compensation 
by State court. This interpretation would 
disallow executors’ commissions in ex- 
cess of 3% as allowed by State court. 
Commissioner’s Regulations 105, Sec. 
81.33 provide for deduction of executors’ 
commission “as has been actually paid.” 
Court refused to follow Regulations and 
allow full commissions, holding that 
Regulations were not in accordance with 
statute. Fidelity-Philadelphia Trust Co. 
v. U. S., D.C.E.D. Pa., June 23, 1954. 


Compromise payment to surviving hus- 
band qualifies for marital deduction. At 
decedent’s death, her husband presented 
claim to her executor for one-third of 


decedent’s personal property under Mis- 
souri laws. Executor made payment in 
compromise and settlement of claim in 
consideration of release of all further 
claims and allowing will to be probated 
without contest. State Court, upon mo- 
tion, approved settlement. Commissioner 
disallowed deduction as not qualifying 
for marital deduction under Sec. 812(e). 

HELD: Commissioner overruled. Com- 
missioner’s disallowance is based on Reg. 
105, Sec. 81.47a(g) which recognizes 
that payment to surviving spouse con- 
testing will qualifies for marital deduc- 
tion if in bona fide recognition of sur- 
viving spouse’s enforceable rights. How- 
ever, Regulations require payment pur- 
suant to an adversary court proceeding. 
Since husband received payment because 
of relationship to decedent, payment is 
characterized as inheritance by surviv- 
ing spouse and would qualify for marital 
deduction. Tax Court refused to recognize 
necessity for adversary court proceeding. 
Claim may be bona fide and based on en- 
forceable rights and its settlement will 
qualify for marital deduction without 
formal will contest. Est. of Barrett, 22 
T.C. No. 78, June 22, 1954. 


Marital deduction disallowed where 
contingent beneficiaries to receive pro- 
ceeds unpaid at wife’s death. At dece- 
dent’s death, interest on proceeds of 
insurance was payable to wife until her 
death. Thereafter, children received pro- 
ceeds under similar settlement option. 
During decedent’s life, his wife possessed 
all incidents of ownership in policy and 
under settlement option, she had right 
to elect to take proceeds under install- 
ment payments. Commissioner disallowed 
marital deduction with respect to insur- 
ance proceeds contending that they were 
non-deductible terminable interests under 
Sec. 812(e) of Code. 

HELD: Commissioner sustained. Since 
wife’s interest will terminate at her 
death and unpaid proceeds will pass 
from decedent to contingent beneficiar- 
ies, proceeds do not qualify for marital 
deduction. Fact that wife had power to 
designate herself as sole beneficiary at 
any time prior to decedent’s death is 
inimaterial. At husband’s death, power 
was unexercised, and interest in pro- 
ceeds passed as he directed. Power to 
elect installment payment option does 
not affect decision, since unpaid install- 
ments would pass to beneficiaries desig- 
nated by decedent at wife’s death. Est. 
of White, 22 T.C. No. 83, June 23, 1954. 
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Transfers of inherited property were 
not made in contemplation of death. 
Decedent received substantial estate 
from her husband whose will provided 
that she should be mindful of their chil- 
dren’s welfare. Property was given out- 
right to decedent because division of 
real estate holdings would have been 
difficult. Decedent, during her life, con- 
sidered herself trustee of property and 
desired to make distributions to children. 
At age 75, and within three years prior 
to her death, decedent made distribution 
of her inherited estate, retaining suffi- 
cient securities to insure adequate in- 
come for herself. Commissioner assessed 
estate tax deficiency contending that 
gifts to children were made in contem- 
plation of death. Upon payment of de- 
ficiency, decedent’s executor instituted 
suit for refund. 

HELD: Refund allowed. At time gifts 
were made, decedent was in good health 
and had no thought of death. Her pri- 
mary motive in making gifts to her 
children was to give them use and en- 
joyment of their father’s estate during 
their lives. Decedent felt it was her duty 
to make such distributions. Income taxes, 
not estate tax, were considered since by 
spreading the income among her chil- 
dren, substantial income tax savings 
were made. Rowe v. Fobs, D.C.S.D. Fla., 
May 19, 1954. 


Statute of limitations on claims for 
refund suspended during claim of Alien 
Property Custodian. Decedent’s will made 
bequests to certain German citizens with 
the provision that such sums should be 
paid to designated charity if certain 
contingencies occurred which prevented 
payment of the bequests. Alien Property 
Custodian issued order in 1945 vesting 
in himself all right, title and interest 
of German legatees in estate of dece- 
dent. In 1946, estate tax deficiency was 
paid based upon Commissioner’s disal- 
lowance of charitable deduction taken 
for contingent gift to charity. Subse- 
quently, it was ascertained that German 
legatees had all predeceased decedent 
and in 1952, claim of Alien Property Cus- 
todian was waived in favor of charitable 
beneficiary. District court sustained tax- 
payer’s claim for refund, refusing gov- 
ernment’s argument that three-year 
statute of limitations had run on claim. 

HELD: Affirmed. Statute of limita- 
tions was suspended during period that 
right, title and interest of German lega- 
tees vested in Alien Property Custodian 
pursuant to Sec. 36(c) of Trading With 
the Enemy Act. Claim for refund is 
based on fact that decedent’s property 
ultimately vested in charitable organ- 
ization and charitable deduction was 
proper. Since claim for refund was filed 
within six months of custodian’s waiver 
of claim, action is not barred. United 
States v. Sullivan, 1st Cir., June 21, 
1954. 








Valuation of charitable remainder 
pursuant to joint will of husband and 
wife. Decedent and his wife executed a 
joint will and contract which also acted 
as their separate wills. It provided for 
a life estate to the survivor with entire 
estate of both to pass to named charity 
upon death of survivor. 

Commissioner allowed deduction for 
present value of property in husband's 


estate passing to charity upon death of § 


surviving wife. Estate paid tax and sued 
for refund on theory that charitable 
deduction should include value of re- 
mainder interest in wife’s independent 
estate which would also pass to charity 
under terms of joint will. District Court 
denied refund. 

HELD: Affirmed. No interest in wife’s 
independent estate passed to charity 
upon husband’s death. No one can be 
heir of the living. Joint will 
effective until death of survivor. Until 
then, first decedent’s will is treated as 
separate will. Wife’s will became irre- 
vocable after husband’s death but it does 
not become effective until her death. 
McFarland v. Campbell, 2d Cir., June 
18, 1954. 


GIFT TAX 


Donor made taxable gift at time he 
assigned future contingent rents. Tax- 
payer entered into lease of property to 
be used as racetrack, providing for fixed 
annual rental and additional rental based 
on percentage of wagering volume. Tax- 
payer assigned 60% of this contingent 
rental to his three sons. Later, in same 
year, $23,923.83 was paid by lessee to 
sons as their share of contingent rent. 
Taxpayer did not report, as income, 
rental paid to sons. He filed gift tax 
return and contended that value of gift 
was so contingent as to be unascertain- 
able. Commissioner assessed gift and 
income tax deficiency, contending that 
rental income paid to sons was taxable 
to father and that gift of $23,923.83 was 
made when rental income was paid to 
sons. Tax Court sustained Commissioner. 


HELD: Reversed in part. Court of 
Appeals agreed with Tax Court’s deci- 
sion that assignment of rent was taxable 
to assignor under principle of Helver- 
ing v. Horst. Court, however, disagreed 
with Commissioner’s contention that no 
gift was made at time lease was execu- 
ted, but rather that future payments of 
rent would constitute gifts. It was held 
that father made completed gift of in- 
terest in lease at time of its execution 
and not annual gifts of rent as distribu- 
ted. Court accepted taxpayer’s valuation 
of property right in absence of any evi- 
dence to contrary by Commissioner. Galt 
v. Comm., 7th Cir., June 23, 1954. 


REVENUE RULINGS 


Income Tax: Redemption of capital 
stock of deceased stockholder pursuant 
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to agreement constitutes partial liquida- 
tion. Decedent owned, directly and indi- 
rectly, 15% of outstanding stock of 
family corporation. Each stockholder 
entered into agreement with corporation 
providing for the purchase of so much 
of stock of deceased stockholder as pro- 
ceeds of insurance on his life carried by 
corporation would purchase at agreed 
price. 

Service rules that redemption of de- 
ceased stockholder’s stock pursuant to 
agreement whereby proceeds of insur- 
ance are used to redeem the stock upon 
his death, constitutes a partial corporate 
liquidation and not taxable dividend. 
Gain or loss on sale is considered capital 
gain or loss. It was also determined that 
excess of insurance proceeds over pre- 
miums paid constitutes earnings and 
profits available for dividend distribu- 
tions. Rev. Rul. 54-230. I.R.B. 1954-25, 


= 


p. 7. 


regarding tax effects of stock retirement 
agreements entered into by corporation 
and shareholders. It would appear to 
eliminate the suspected tax dangers in- 
herent in such agreements; however, be- 
cause its fact presentation is vague and 
incomplete, the ruling could easily be 
distinguished and cannot be taken as 
complete authority for such transactions 
without further amplification. 


Estate Tax: No estate tax liability 
results from consent to gifts of spouse. 
Consent by husband to have gifts made 
by wife to third persons treated as hav- 
ing been made one-half by each, does 
not create any interest of husband in 
such property so as to have such prop- 
erty included in his gross estate for 
estate tax purposes. Rev. Rul. 54-246, 
LR.B. 1954-26, p. 7. 


Gift Tax: Tax return need not be 
filed by spouse consenting to husband’s 
gifts. Where spouses consent to have 
gifts made by either treated as having 
been made one-half by each, consenting 
spouse, who has made no gifts of her 
own during taxable year, need not file 
separate gift tax return where donor 
Spouse’s gifts to each donee do not 
exceed $6,000 in one year. Rev. Rul. 54- 
252, ILR.B. 1954-27, p. 10. 


Income Tax: Employee’s profit-shar- 
ing credit considered “made available” 
to him. Under provisions of trust form- 
ing part of profit-sharing plan, employee 
receives his credits under plan in form 
of annuity at termination of service. 
However, employee who has participated 
in trust for 15 years may, on 30 days’ 
notice, elect to receive his participation 
credits in one lump sum. 


Service rules that credits allocated to 
employee are “received or made avail- 
able” to him under Sec. 165(b) of Code 
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Comment: This is first direct holding 


and thus taxable to him, in the first 
accounting period after he has completed 
15 years of participation in plan. Neces- 
sity of filing written request for such 
distribution is not considered as substan- 
tial limitation on employee’s unrestricted 
right to acquire funds. Rev. Rul. 54-265, 
I.R.B., 1954-27, p. 5. 


Income Tax: Profit-sharing plan will 
not qualify where employee may with- 
draw contributions less than two years 
after they are made. Reg. 118, Sec. 39.- 
165-1, defines profit-sharing plan, in part, 
as plan established by employer, to pro- 
vide for profit participation by employ- 
ees and distribution thereof after fixed 
number of years. A fixed number of 
years means at least two years. If certain 
conditions must occur before employee 
may withdraw contributions during this 
period, plan may qualify. Rev. Rul. 54- 
231, ILR.B. 1954-25, p. 10. 


A A A 


Nonresidents 

(Continued from page 736) 
are, however, beneficial from the view- 
point of estates of nonresident aliens. 
On the debit side of the ledger is Sec- 
tion 2102, dealing with credits against 
tax in nonresident alien estates. 


Heretofore, estates of nonresident 
aliens received credit for State death 
taxes with respect to all property in- 
cluded in the gross estate and subjected 
to State death taxes. The new Code pro- 
vides no such credit where the value 
of the taxable estate is less than $40,- 
000. This results from the fact that the 
amount of the credit is defined in the 
same fashion as the credit for resident 
estates, without taking into considera- 
tion the differences which heretofore ex- 
isted in the exemption allowed to resi- 
dent and nonresident alien estates. Thus, 
the merger of the basic and additional 
taxes into a single tax table with the 
credit for State death taxes measured 
in terms of a formula which operates 
satisfactorily for resident estates, has 
had the effect of slightly increasing the 
amount of estate taxes on certain estates 
of nonresident aliens. If estate planning 
is done in the light of the United States 
estate tax, this minor increase should 
present no problem. 


In general, it may be stated that the 
new provisions of the 1954 Code relat- 
ing to estates of nonresident aliens im- 
plement the announced purpose of the 
new Code to reduce tax barriers to ex- 
pansion of production and employment, 
leaving fewer tax obstacles in the way 
of attracting accounts of nonresident 
aliens. 
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Assets — Administration — Failure 
of Corporation to Transfer Stock 
to Trustee Does Not Deprive Him 
of Voting Rights 


Texas—Court of Civil Appeals; Waco 

Cooper v. Citizens National Bank of Waco, 267 

S.W. (2d) 848. 

Plaintiff sued to set aside a resolution 
authorizing partial liquidation of The 
Cooper Company, Inc., alleging that the 
% of the sfockholders necessary for par- 
tial liquidation had not voted therefor. 
1600 shares were owned by the Estate of 
E. C. Barrett and had been left under his 
Will to a Trustee for the benefit of two 
nieces. The Will specified “said stock shall 
be turned over to said Trustee as prompt- 
ly as practicable after my death and all 
income thereon shall be paid by said 
Trustee *** to said beneficiaries. *** Said 
Trustee *** shall have full voting rights 
as the holder of the legal title to said 
stock ***,” 


Defendant Bank endorsed the stock 
certificates to the Trustee and delivered 
them to the Company with request for 
transfer to Trustee. The Company re- 
fused to transfer the stock because ad- 
ministration was not complete and cer- 
tain estate taxes and other debts of the 
estate had not been paid. The testimony 
proved that the Bank had nothing fur- 
ther to do to consummate the transfer of 
the certificates and that the Bank did not 
intend to retract or receive back the 
certificates. 


At the subsequent stockholders’ meet- 
ing the Bank, as Executor, voted the 
stock in favor of the partial liquidation. 
Without the estate stock the vote for par- 
tial liquidation would have failed to 
carry, since it lacked the required % 
majority. 


HELD: Notwithstanding the general 
rule that an executor has the right to vote 
stock held as an asset of an estate under 





RECENT FIDUCIARY DECISIONS 





administration, the language of the will 
evidences the testator’s intention that the 
trustee have the right to vote the stock. 
The only powers given to the trustee were 
the powers to hold legal title to the stock, 
to vote the stock, and receive and pay 
over the income and proceeds therefrom. 
The will specifically excepted from sale 
specific bequests, thereunder, including 
said stock. Legal title passed to the trus- 
tee burdened only with the provisions of 
the will as long as the balance of the es- 
tate was sufficient to pay debts and taxes; 
The Cooper Company, being on notice of 
the will, was without authority to refuse 
to transfer the stock to the trustee when 
requested to do so and the bank was with- 
out authority to vote the stock. Therefore, 
the partial liquidation and stock reduc- 
tion are void. 


The failure of the Company to record 
the transfer will not operate to deprive 
the trustee of his rights as legal owner 
of the stock. Under both the Uniform 
Stock Transfer Act and the Texas law 
prior to its adoption, transfer of stock on 
the books of a corporation is a mere 
formality not required to vest title in a 
transferee. Where the transferor and 
transferee have done everything in their 
power to effect the transfer of stock, and 
the corporation has notice of the rights 
of the transferee, it cannot by an unau- 
thorized arbitrary refusal to transfer the 
stock on its books deprive the transferee 
of any right as legal owner of the stock. 
The duty to transfer the stock was minis- 
terial only. 


HELD on motion for rehearing, Arti- 
cles 71386 and 7137 providing that an 
executor may not transfer stock to a 
“legatee” or “heir” until State inheri- 
tance tax has been paid without incurring 
individual liability do not apply to trans- 
fers to a trustee since the State has the 
same protection after the transfer to a 
trustee as it had prior thereto. 
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CLarms — Statute of Limitations on 
Repudiation of Fiduciary Obliga- 
tion 

Kansas—Supreme Court 
In re Estate of Johnson, 176 Kansas 339. 


Executor brought action against son 
of deceased testator for an accounting 
and recovery from the son of amounts 
found to be due as the result of such ac- 
counting for inter vivos gifts and other 
advancements obtained by the son from 
his father through undue influence dur- 
ing the existence of a fiduciary relation- 
ship. The Court held for the executor. 


HELD: Affirmed. The statute of limi- 
tations did not commence to run until the 
appellant fiduciary definitely repudiated 
the obligations incurred by him by virtue 
of the fiduciary relationship existing be- 
tween him and his father. 


COMPENSATION Attorney and 
Client — Statutory Presumption 
of Undue Influence 


California—Supreme Court 

Bradner v. Vasquez, 43 A.C. 147 (June 29, 

1954). 

Action by attorney against client for 
money due on a fee agreement entered 
into during the existence of the attorney- 
client relationship. California Civil Code 
§ 2235 states as follows: 


“All transactions between a trustee and 
his beneficiary during the existence of the 
trust, or while the influence acquired by the 
trustee remains, by which he obtains any 
advantage from his beneficiary, are pre 
sumed to be entered jnto by the latter with- 
out sufficient consideration, and under un- 
due influence.” [Emphasis supplied.] 


Judgment below went for defendant- 
clients on grounds that the contract was 
obtained by the attorney without suff- 
cient consideration and by undue infiu- 
ence. Plaintiff-attorney contended that 
the “advantage” gained must be proved 
to be “unfair” in order to raise the statu- 
tory presumption of undue influence. 


HELD: Affirmed. Any transaction 
producing gain, benefit, profit or improve- 
ment of the fiduciary’s position satisfied 
the statutory requirement of “any advan- 
tage.” Admitting there was no direct evi- 
dence of intentional undue influence, 
there was evidence sufficient to sustain 
the judgment. In addition to the presump- 
tion of undue influence under the Code, 
there was lack of any independent advice 
to the clients. 

Two judges concurred with the major- 
ity holding that the evidence of advantage 
was sufficient but dissented from the 
proposition that presumptions are evi- 
dence. 


Two judges dissented on two grounds: 
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(1) “advantage” — even without a modi- 
fying adjective — should connote only 
transactions exceeding fair compensation 
for services rendered; (2) the attorney- 
cient relationship, while fiduciary in 


character, should be differentiated from 


the traditional administration of a trust 
estate by a trustee holding legal title. 
Lawyers (unlike trustees) are engaged in 
a profession which is also a business for 
profit; the present majority decision 
would allow a presumption of undue in- 
fluence to arise from a transaction even 
if a lawyer gains only the benefit of fair 
compensation for his services. 


Comment: Strictly speaking, the decis- 
ion holds only that the evidence in this 
case Was sufficient to support the Court’s 
finding of undue influence. However, the 
strict interpretation of the statute in the 
majority opinion may well bring objec- 
tions from professional fiduciaries similar 
to those voiced by the dissent. 


In answer to those objections and the 
dissenters’ first point, it may be said that 
the net effect of the case is to put upon 
the fiduciaries the burden of proving the 
fairness of the profit which they seek 
from compensation in their fiduciary 
capacity, a rule which may exist without 
the aid of the statute. (See e.g., 3 Bogert, 
Trusts and Trustees (Part I) (ed. 1938) 
172, Note 49; cf. 2 Scott, Trusts (ed. 
1939) § 170.22.) 


As to the second point of the dissent, 
suggesting different treatment of lawyers 
and traditional trustees, the stated basis 
for the differentiation is the description 
of the legal profession today as a “busi- 
ness engaged in for profit.” To differen- 
tiate lawyers and trustees on this ground 
disregards the practical fact that profes- 
sional fiduciaries are likewise engaged in 
“business *** for profit’? and, indeed, in 
the United States have always been en- 
titled to compensation. See Scott, supra. 


COMPENSATION — Partner of Lawyer 
Acting in Fiduciary Capacity, Can- 
not Charge for Services in Both 
Capacities 

United States—District Court, D. of C. 

In re Estate of Hallenback, 82 Washington Law 

Reporter 708. 

Decedent named as executrix a member 
of the Virginia Bar, practicing in Vir- 
ginia. A caveat to the will was filed by 
several nieces and nephews. Proceedings 
on the caveat were had and as a result 
of compromise, a directed verdict was 
entered sustaining the will. The estate 
approximated $22,000. 


The attorney for the executrix filed a 
motion for compensation in the sum of 
$3,500. Although the attorney maintained 
an office in the District of Columbia, he 
Was a member of the same law firm in 
Virginia of which the executrix was a 
member. 


HELD: Motion for compensation 
denied on two grounds. First, the request- 


Aucust 1954 


ed fee was excessive, having in mind the 
nature of the case, the inherent problems, 
the amount involved and the fact that the 
matter was compromised. 


Secondly, and more important, an in- 
dividual acting in a fiduciary capacity, 
who is also a lawyer, cannot separate his 
or her activities into two categories, 
making a charge for services as a fidu- 
ciary on the one hand, and for services 
as counsel on the other. Although the 
executrix had the right to employ counsel, 
nevertheless, when she employed her 
partner this was tantamount to employ- 
ing herself. 


Girts — Delivery and Acceptance 
Not Required to Complete Gift of 
Registered U. S. Bonds 


New York—Surrogate’s Court, Queens Co. 
Matter of Christie, 130 N.Y.S. (2d) 650. 


In 1918 the decedent purchased Lib- 
erty bonds and had them registered in 
the name of her nephew who was then 
ten years old. She retained possession 
of the bonds until her death in 1952, 
when the bonds came into the possession 
of her niece, who was her sole legatee 
and executor. Upon the executor’s re- 
fusal to deliver the bonds to him, the 
nephew brought suit to compel her to 
do so. The executor contended that there 
was not a completed gift of the bonds 
because there was no delivery thereof. 


HELD: Federal Regulations (31 C.F.R. 
parts 306.1 et seq. 1938 ed.) provide that 
a U. S. registered bond is payable only 
to the registered owner, and may be 
transferred only by a registered assign- 
ment executed by such owner. These 
regulations, having the force of law, 
bear the same effect as if they were 
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spelled out as part of the contract be- 
tween the purchaser of the bond and 
the U. S. The ordinary rules requiring 
donative intent, delivery and acceptance 
of the subject matter of the gift do not 
apply to such registered bonds. 


INSURANCE TRuSTS — Life — Not 
Testamentary 


Oregon—Supreme Court 

Gordon v. Portland Trust Bank, 58 Ore. Adv. 

Sh. 1007. 

An action at law was brought by the 
executrix under the will of Gordon to 
recover from the bank the proceeds of 
fifteen policies of insurance upon the 
life of Gordon, payable to the bank pur- 
suant to a life insurance trust executed 
by Gordon. The bank was beneficiary 
under the insurance policies, designated 
to collect the proceeds and to hold and 
distribute the same according to the 
terms of the’ life insurance trust. Under 
the terms of the trust. after paying the 
expenses incurred, the trustee was au- 
thorized to distribute the net income of 
the trust in quarterly installments to the 
trustor’s wife until her death or remar- 
riage, and upon the happening of either 
of these events, the trustee was to dis- 
tribute the corpus equally between the 
trustor’s two daughters by a prior mar- 
riage, with further provisions covering 
the contingencies of the death of either 
or both daughters before the death or 
remarriage of the widow. The trial court 
entered a judgment for the defendant 
after sustaining a demurrer to plaintiff’s 
complaint. 


HELD: Affirmed. This was a case of 
first impression in Oregon. The Supreme 
Court dwelt extensively upon the re- 
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spective holdings of other jurisdictions 
and ruled that Gordon intended to and 
did transfer to the bank a present in- 
terest in the policies which were of the 
nature and incidents of an insurance 
trust. The instrument was not testamen- 
tary in character, as claimed by the 
plaintiff. 


JURISDICTION — Executor’s Duties — 
Conflicting Claims as to Domicile 


New York—Supreme Court, Monroe Co. 
Security Trust Co. v. F. W. Woolworth Co., 
131 N.Y.S. (2d) 310. 

In his will decedent described himself 
as a resident of Nevada, but directed 
that his will be probated in Monroe 
County, N. Y. The will was probated 
in the Surrogate’s Court of that County 
as the will of a non-resident who died 
there and left assets in that county. At 
the time of his death, and for some 
years before, most of the decedent’s 
assets were in safe deposit boxes in 
Monroe County. Among such assets were 
several thousand shares of Woolworth 
stock. That corporation refused to trans- 
fer the stock to the executors and refused 
to pay the executors dividends which 
had been declared thereon because it 
had been warned by West Virginia that 
the decedent was domiciled in that State 
at the time of his death, that therefore 
West Virginia claimed inheritance taxes 
from his estate of upwards of three 
million dollars, and that the Woolworth 
Company would be held responsible for 
any transfers of stock or payment of 
dividends to “unauthorized persons.” 


In a proceeding in the Monroe County 
Surrogate’s Court, it had been deter- 
mined that the decedent was domiciled 
in Nevada and never in West Virginia. 
West Virginia had notice of such pro- 
ceeding but did not participate therein. 
The Woolworth Company sought an un- 
dertaking to safeguard it in failing to 
heed the warnings of West Virginia. 


HELD: The New York executors are 
entitled to have the shares transferred 
to them and to receive the dividends 
thereon. The Woolworth Company might 
be entitled to the protection sought by 
it if there were probable cause of such 
nature as to justify its refusal to trans- 
fer the shares. Under the facts there 
was no substance to the threats of West 
Virginia. The New York executors are 
obliged to take possession of the shares 
in order to administer the estate; their 
failure to sell them in a fluctuating mar- 
ket might subject the executors to pen- 
alties which they should not be forced 
to face or bear. The claim of West Vir- 
ginia against this estate for death taxes 
has been determined and dismissed. 


S 2-4 


The 7th Institute on Federal Taxation 
will be held at U.S.C., Oct. 20-22. 
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Powers — Limitations — Authority 
of Personal Representatives to Exe- 
cute Deeds — Ancillary Proceed- 
ings 

Colorado—Supreme Court 
Fastenau v. Engel, decided May 24, 1954. 


In an action to quiet title to real estate, 
plaintiff claimed under a deed of execu- 
tors of the estate of Shaw. Shaw’s will 
provided that the executors should “have 
the sole and exclusive right to manage 
and control the same, but not to sell the 
same,”. The will was admitted to probate 
in Texas where Shaw was a resident at 
the time of his death. This deed, executed 
by the executors, was offered in evidence 
as was also a deed executed, subsequent 
to filing the case, by an administrator 
with will annexed appointed in an ancil- 
lary proceeding in Colorado. The defen- 
dant objected to the admission of these 
deeds in evidence, to the deed by the 
executors on the grounds that they did 
not have authority under the will to exe- 
cute the same, as to the deed by the ad- 
ministrator with will annexed, both on 
this ground and on the further ground 
that the deed was not executed until after 
the complaint in the quiet title action 
had been filed. 


HELD: The deed executed by the 
executors was invalid because they were 
specifically denied the authority to exe- 
cute the deed by the will. The deed of the 
administrator could not be offered in evi- 
dence because it was executed after the 
complaint was filed. It was therefore 
unnecessary to consider the question as 
to whether the Colorado court had the 
authority to authorize the administrator 
to execute the deed in the ancillary pro- 
ceedings. 


PowErRs — Limitations — Grant of 
Absolute Discretion Nullifies Ear- 
lier Inference that Limited Discre- 
tion was Intended 


New York—Surrogate’s Court, N. Y. Co. 
Estate of James, 130 N.Y.S. (2d) 693. 


Testator’s principal legatee is a char- 
itable Foundation which was created 
pursuant to directions in his will. The 
will named seventeen charities to which 
the testator “desired” the directors of 
the Foundation to distribute half the 
income of the fund in specified shares. 
The directors were given discretion to 
apply the rest of the income for similar 
charitable purposes. The will also gave 
the directors discretion to discontinue 
distributions to the named charities if 
the directors found that the nature of 
their work was changed. In a later 
paragraph the directors were given 
absolute discretion in their control over 
the distribution of principal and income. 


HELD: Taken out of context the 
sentence which conferred discretion on 
the directors to discontinue payments 


to the named charities, if they foun %° 


that the nature of their work had beep ban 
changed, would seem to confer only g the 
limited discretion. But the later grant a. 
of absolute discretion makes such con. : 
struction untenable. The testator’s intent, pa 
taking the will as a whole, was that the te 
directors of the Foundation should have f ,., 
absolute discretion in determining what tert 
charities should receive benefits and in wer 


what amounts. 


REAL PROPERTY — Deed from One 
Tenant by Entirety to Other Held 
Valid 


Tennessee—Supreme Court 
Howell v. Davis, 268 S.W. (2d) 85. 


Property was conveyed to a husband 
and wife as tenants by the entirety. In 
1941 the wife conveyed all of her inter. § The 
est therein to her husband, reserving af 4 
life estate to herself and specifying that § The 
the conveyance was to take effect on§ aya: 
her death. Her husband predeceasd her. § jen; 
Thereafter she undertook to give an-§ sinc 
other deed to the remainder in fee, sub- 
ject to her life estate. The Chancellor 
held the first deed ineffective to deprive § sary 
the wife of her interests, and sustained § ated 
the second deed. The 


HELD: Reversed. The allegations of §*’8' 
the bill, admitted by demurrer, show divo 
that the wife intended that the property of ¢ 
should be so conveyed that at her hus. 
band’s death the title would descend to§ SPQ 
his heirs, subject to her life estate. A 
Under the Emancipation Statutes, there 
is nothing to prevent a married woman 
from making conveyances to her hus- 


inco 
fifte 


band, and hence nothing to prevent the Pi 
wife from carrying out her expressed wid 
intention by her first deed. The docu- sions 
ment clearly was drawn as a deed, not 

as a will, and remained on record for 

some twelve years prior to her hus SPO 
band’s death. Consequently it divested F 
the wife of any transferrable interest 


in the remainder, and her attempted 
second deed is void. 


REVOCATION & TERMINATION—Trust# Te 


Ended for Failure to Accomplish § ques 
Purpose porti 
her | 


Oklahoma—Supreme Court 
In re Dowell’s Estate, 270 P. (2d) 1098. sold 
peric 
whic 
to b 
ary 
of t] 
after 
Wido 
lowir 
insti 
of tI 
Was 
dispc 
held 
The husband elected to take under the} py 
law of succession as a forced heir of the 


Decedent obtained a divorce from het 
husband on May 7, 1946. Three days later 
she executed a will leaving all of her 
property in trust for her son by a former 
marriage, who was to receive the income 
for fifteen years and thereafter the prit- 
cipal. Within two weeks after the execu- 
tion of the will decedent and her divorced 
husband, by joint application and request, 
had the divorce decree set aside, and the 
husband-wife relationship was resumed. 
Two weeks later the decedent died. 
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decedent and renounced the will. The hus- 
pand thus became entitled to the use of 
the homestead during his lifetime and 
one half of the net estate of the decedent. 
The income from the residue in trust was 
not sufficient to pay the expense of the 
administration of the trust and leave any 
net income for distribution. The son, as 
beneficiary of the trust, petitioned for a 
termination of the trust. Two grounds 
were asserted: 


(1) The will when executed was by an 
unmarried woman, and her subse- 
quent married status revoked the 
will; and 

If the will was valid, the trust 
created thereunder failed of its 
purpose since no income would be 
available for distribution and 
hence should be terminated. 


(2) 


The lower court denied the petition. 


HELD: Reversed on the second ground. 
The trust would have provided income 
available for distribution had the dece- 
dent retained her unmarried status, but 
since it appeared that there would be no 
income for distribution for a period of 
fifteen years its continuance was unneces- 
sary. The purpose for which it was cre- 
ated was impossible of accomplishment. 
There is no occasion to pass upon the 
argument that the setting aside of the 
divorce decree amounted to a revocation 
of the will. 


SPOUSE’Ss RIGHTS — Right to Family 
Allowance Not Vested Interest 


California—Supreme Court 
Estate of Blair, 42 A.C. 745 (Apr. 27, 1954). 


HELD: Affirmed. A family allowance 
cannot be granted to the estate of a 


widow who survived the husband by 
some ten months. 
SPOUSE’s RIGHTS — Widow Who 


Failed to Dissent from Will of Her 
Husband Not Entitled to Share in 
Intestate Property 


Tennessee—Supreme Court 
Pinkerton v. Turman, 268 S.W. (2d) 347. 


Testator left his widow a specific be- 
quest and a life estate in the remaining 
portion of his estate. He provided that at 
her death all of his property should be 
sold and the assets held intact for a 
Period of three years, at the end of 
which time certain small bequests were 
to be distributed. There was no residu- 
ary clause, and no disposition was made 
of the remaining assets of the estate 
after payment of these bequests. The 
Widow did not dissent from the will. Fol- 
lowing her death the present suit was 
instituted to construe the will, the heirs 
of the widow claiming that the widow 
Was entitled to share in the assets not 
disposed of by the will. The Chancellor 
held that she had no rights therein. 


HELD: Affirmed. The testator was in- 
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testate as to the remainder interest after 
the widow’s life estate, except for the 
specific bequests, which consumed only 
a small portion of his property. A widow 
has a right to dissent from the will, 
reject the provisions made for her there- 
in and take the share provided by law. 
When she elects to take under the will, 
however, she takes only the share pro- 
vided for her therein, and has no inter- 
est in the intestate property. This rule 
was established very early in Tennessee 
and has become a rule of property in 
this state. 


TAXATION — Estate & Inheritance — 
Apportionment Rule of Decedent’s 
Domicile Denied Effect in Foreign 
Jurisdiction 

Minnesota—Supreme Court 

First National Bank v. First Trust Co., 64 N.W. 

(2d) 524. 

The decedent created an inter vivos 
trust for the benefit of one set of bene- 
ficiaries while a resident of Minnesota, 
and thereafter moved to Florida, where 
he died, leaving a will which named an- 
other set of beneficiaries. The will was 
silent as to the source of payment of 
estate and inheritance taxes. Federal 
estate taxes and Florida estate taxes 
were ultimately assessed with respect to 
both the probate estate and the inter 
vivos trust. The domiciliary representa- 
tive in Florida brought this action against 
the Minnesota trustee of the inter vivos 
trust to require contribution of the pro- 
portionate share of the Federal and 
Florida estate taxes which had been 
assessed upon the trust. 

HELD: Recovery denied. Under Min- 
nesota law the burden of estate taxes 
falls upon the residue of the decedent’s 
probate estate in the absence of a direc- 


tion to the contrary in the decedent’s 
will. Although the Florida rule calls for 
apportionment of estate taxes among 
the transferees, this rule cannot be 
applied to create extraterritorial liabili- 
ties, nor can it be said that decedent 
intended that the Florida apportionment 
rule should govern the inter vivos trust 
which was created irrevocably before 
the decedent became a resident of Flor- 
ida. 


TAXATION — Estate & Inheritance — 
Commonwealth Has Burden of 
Proving Time of Day Tax Law 
Was Signed 


Pennsylvania—Supreme Court 
Grant Estate, 377 Pa. 264. 


Decedent died on the same day that 
the governor signed the bill increasing 
collateral inheritance tax rates. The de- 
cedent died at 11:45 A.M. It is not 
known at what time of day the bill was 
signed; the administrator averred that 
it was not signed until afternoon. The- 
lower court refused to allow the Com- 
monwealth to collect the tax at the new 
rate on the ground that there was no 
proof the Act was in effect when the 
decedent died. The Commonwealth ap- 
pealed. 

HELD: Affirmed. The rule that a day 
is an indivisible unit of time is a legal 
fiction that may be disregarded where 
its application would impair unjustly 
personal or property rights. It has never 
been applied in the case of criminal 
statutes and it should not be applied 
in the case of tax statutes, especially 
in view of the inclination of the law 
to favor the taxpayer where liability is 
in serious doubt. The Act expressly pro- 
vides that it is to be effective on final 
enactment and this means at the mo- 
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ment the governor appended his signa- 
ture. It was the burden of the Common- 
wealth to prove the Act was in effect 
when the decedent died and this it failed 
to do. 


WILLs — Construction — Bequest to 
Life Tenant Gives Only Right to 
Income 


Massachusetts—Supreme Judicial Court 
Hinckley v. Clarkson, 1954 A.S. 515; June 4, 
1954. 

The will contained the following 
clauses: “All the rest and residue of my 
estate of whatever nature and wherever 
situated I give, devise and bequeath to my 
brother, Luman C. Pendell, of Mokalum- 
ma Hill, California, with the right to use 
the property during his lifetime, and on 
his death to be divided equally among. my 
nieces and nephews.” 


HELD: First, the words used created 
only a life estate in the legatee. Second, 
the “use” of the property given by the 
.will was the right to the income only, and 
not the right to alienate or consume it. 
This case is distinguished from those 
where the gift over is of what may re- 
main at the death of the life tenant. 


WILLs — Probate — Legatee May 
Not Contest Without Tendering 


Bequest 


Arizona—Supreme Court 
In re Cassidy’s Estate, 270 P. (2d) 1079. 


Appellant acknowledged payment of 
her bequest under brother’s will and for- 
mal decree approving the final account 
and ordering distribution was made on 
March 25, 1949. On July 20, 1950, appel- 
lant filed in the probate action a petition 
for contest of the will, relying upon Sec- 
tion 38-221 A.C.A. 1939 upon the grounds 
that a contest to cancel a will for forgery 
or fraud may be brought within one year 
after the discovery of such forgery or 
fraud. The probate court disallowed the 
contest. 


HELD: The fraud which appellant 
must rely upon is not the alleged fraud 
of not having received notice of the pro- 
bate proceedings for she knew of the pro- 
bate proceedings in February 1949, when 
she received her legacy, which is more 
than one year prior to the beginning of 
her action. Thus the fraud upon which 
she must rely is intrinsic fraud. 


2. Although appellant alleged that the 
fraud was discovered in July 1949, the 
Court will presume that the fraud was 
discovered after July 20, 1949, unless the 
record discloses otherwise. 


3. The Rules of Civil Procedure gov- 
ern probate proceedings unless there is 
an express provision to the contrary in 
the Probate Code. Thus appellant should 
have pled fraud with particularity and 
her petition is defective for failing to do 
so but the petition does state a claim for 
relief and should not have been dismissed 
without affording appellant an opportun- 
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ity to amend so as to comply with the 
Rules. 


4. Where the will contains a clause 
providing that if any beneficiary shall 
contest the same, all bequests to that per- 
son shall lapse, appellant is estopped 
from contesting until she has paid or 
tendered back the sum she received under 
the will. Capacity to sue need not be 
averred but when challenged it must be 
proved and petitioner may not proceed 
with her action until she shows her capa- 
city to do so by tendering back the 
money received. 


WILLs — Construction — Distribu- 
tion of Lapsed Share of Residue 


Pennsylvania—Supreme Court 
Slater Estate, 377 Pa. 290. 


After directions for his funeral and 
headstone, testator bequeathed his entire 
estate two thirds to one cousin “and the 
remaining one-third” to two other cous- 
ins by name. One of the latter two pre- 
deceased the testator. The survivor of 
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those two claimed the deceased cousin's 
share while the cousin who received th 

two-thirds share claimed four-fifths of 
the lapsed share. The lower court sug 
tained the first contention on the ground 
that the gift of the one-third share cons 
stituted the residuary clause. : 


HELD: Reversed. The testator wag 
manifestly disposing of his entire residus 
ary estate. There is no reason why hé 
could not dispose of the residue in thg 
designated fractional shares. He did not) 
intend the one-third share to be a resi. 
due of a residue. Under the Wills Act, 
a lapsed share of the residue passes to 
the other residuary legatees in propor- 
tion to their respective shares or inter- 
ests in the residue. The survivor of the 
two cousins has a one-sixth interest and? 
the other cousin has a two-thirds inter 
est. The lapsed one-sixth interest must 
therefore be allocated between them in 
the ratio of their respective interests, 
namely, 4 to 1. 
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